


; 











THE 


QUARTERLY JOURNAL 


OF 


ECONOMICS 


JULY, 1892 


DR. BOEHM-BAWERK’S THEORY OF 
INTEREST. 


IN undertaking to write of the new theory of interest 
presented by Dr. Béhm-Bawerk, of Austria, I desire to 
say in advance that I have never made a special study of 
capital and interest, and must therefore speak with diffi- 
dence regarding it; and, secondly, that I am not sure I 
understand all that Dr. Bohm-Bawerk says, and cannot 
feel confident that my criticisms may not be misdirected. 
Whatever ability I may have as an economist does not lie 
on the side to which this subject takes me. Certainly, I 
have no desire to misrepresent Dr. Béhm-Bawerk; nor 
have I any self-love concerned in the issue, inasmuch as 
my peculiar views of the distribution of wealth are not at 
all involved. 

I. Turning now to Dr. Béhm-Bawerk’s critical history 
of interest theories, I feel moved to say that it does not 
seem to me that the author is justified in his very elabo- 
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rate treatment of the economists, from Adam Smith down, 
as dealing with the matter of interest; in his multiplica- 
tion of formal distinctions; in his classification of interest 
theories. The whole book appears to me badly conceived, 
though every one must admit that the plan has been exe- 
cuted with wonderful acuteness, wit, and felicity of illus- 
tration. 

Dr. Béhm-Bawerk finds in the economists of England, 
France, and Germany a great number of differing theories 
of interest. The literature of interest, he declares, is 
equalled by the literature of no other department of polit- 
ical economy “in the variety of opinion it presents. Not 
one, or two, or three, but a round dozen of interest theo- 
ries testify to the zeal,” etc. He speaks of the “numerous 
views advanced as to the nature and origin of interest,” of 
a “motley collection of the most conflicting opinions,” 
and the like. Even after combining these views accord- 
ing as they have more or less in common, he makes 
out three considerable groups of interest theories, not 
counting Turgot’s Fructification theory, or those which 
he calls the colorless theories, or the socialist Exploita- 
tion theory. 

I am not disposed to deny that, of the many scores of 
writers whose works Dr. Béhm-Bawerk has searched for 
this purpose, enough have expressed themselves with 
sufficient looseness on the subject of the economic func- 
tion of capital and the origin of interest, to enable Dr. 
Béhm-Bawerk to construct this elaborate classification and 
to justify it by an abundant display of quotations. But 
is this good criticism? Is it good history? We all know 
that the temptation is strong in controversy, especially in 
dealing with a book coming fresh from the press and chal- 
lenging the attention of a contemporaneous audience, to 
hold authors strictly to account for what they say. In 
this way we force them to correct their statements, if in 
any degree inaccurate, to the advantage of later editions 
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and later works. In this way, too, we, perhaps somewhat 
rudely and unkindly, help them to see for themselves a 
little more clearly what they do mean,— possibly, show 
them that they do not mean anything at all. But this is 
not criticism, in any high sense. Certainly, it is a particu- 
larly poor kind of history. A critical history of opinion 
should seek to interpret men’s utterances, not to catch 
them up on their deficiencies of statement or blunders of 
expression. It should seek to set forth, tolerantly and 
sympathetically, what they really meant and tried to say. 
It does not seem to me that Dr. Béhm-Bawerk has per- 
formed his work in this spirit. 

Let me at once offer an illustration of the objection I 
take to Dr. Bohm-Bawerk’s entire procedure, in the single 
case of Lord Lauderdale. Lord Lauderdale’s view was, 
in general, that interest is paid out of the wages of the 
laborers whose services are dispensed with by the use of 
capital. The illustration he offers is that of a knitting 
machine, newly brought into use, which does the work 
formerly done by six hand laborers. One laborer is re- 
quired to tend the machine. The interest paid for the 
use of the capital so invested may, Lord Lauderdale 
thinks, be regarded as paid out of what would otherwise 
have been the wages of the five men whose services are 
thus dispensed with. I say the interest is paid out of 
the sum thus put at disposal; for Lord Lauderdale recog- 
nized the fact that, except in the case of monopolies and 
patents, the return to capital will not amount to the 
whole of this sum. Under the normal operation of eco- 
nomic forces, the multiplication of the new machines will 
go forward until the profits of their use will be reduced 
to a point which corresponds to the general profit derived 
from the application of capital in that community. 

Upon this how does Dr. Béhm-Bawerk treat Lord 
Lauderdale? Quoting the illustration given, he admits 
that there is in the machine what he calls a physical 
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productivity; that is, a power of producing a greater 
number of goods. He is willing, also, to concede that the 
greater number of goods will represent a greater value. 
But, he asks, has Lord Lauderdale shown that this result- 
ing value will be greater by so much as the cost of the 
machine (to replace the capital invested), and by some- 
thing more (to yield interest)? If, he says, the machine 
lasts only one year, may it not be that the sum which 
would have otherwise been paid to the workmen displaced 
(and thus available, in Lord Lauderdale’s view, for possi- 
ble interest) will be found to be less than the cost of 
building the machine? And, since Lord Lauderdale has 
not expressly covered this point, has not taken the trouble 
to say that the machine would last twelve or twenty 
years, and would replace an amount of wages which would 
be twenty or fifty times its own cost, Dr. Béhm-Bawerk 
proceeds thereupon to assign Lord Lauderdale to the class 
holding what he calls the Naive Productivity theory of 
interest, consisting of those who “simply state that cap- 
ital is productive; adding, perhaps, a very superficial de- 
scription of its productive efficiency, and hastily conclude 
by placing surplus value to the account of the asserted 
productive power.” Had Lord Lauderdale gone on with 
his illustration, to state the terms under which the ma- 
chine would not only have produced a greater quantity of 
goods, of a greater aggregate value, but would during its 
life have repaid its own cost of construction, with some- 
thing more, he would then have had the honor of figuring 
in Dr. Béhm-Bawerk’s classification as belonging to the 
group of Indirect Productivists, to whom the critic assigns 
a higher place, and to whom he accords a far more re- 
spectful treatment. 

Now, I ask, is this criticism? Is this critical history? 
Does any one doubt that Lord Lauderdale had in view a 
case where the value of the machine was fully repaid by 
the sum of its uses, and far more? Lord Lauderdale was 
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a statesman and man of affairs, writing for men of affairs. 
He was speaking to a constituency which was familiar 
with the wonders of the power-loom and the spinning- 
jenny. He no more thought it necessary to guard him- 
self against a possible critic by distinctly stating that the 
knitting machine in question repaid its cost of construc- 
tion, than one would, after describing a man as struck in 
the breast by a shell from a one-hundred-and-ten-ton gun, 
deem it necessary to go on to state that the unfortunate 
subject of the impact did not long survive the shock. Dr. 
Bohm-Bawerk himself says in this connection: “I grant 
that experience goes to show that machines and real 
capital in general, be their monopoly price forced up ever 
so high, never cost quite as much as they turn out. But 
this is only shown by experience, not by Lauderdale.” 
But, if such a result is shown by universal experience, 
what need for Lauderdale to show it? Why might he 
not fairly assume it? If in a critical history of opinion 
men are to be judged and ranked according to what they 
thought and had in mind, and not according to their de- 
ficiencies of statement and blunders of expression, I think 
we cannot but hold Dr. Béhm-Bawerk’s discussion of 
Lord Lauderdale’s view of. interest to be bad criticism. 
And what is complained of in this case seems to be charac- 
teristic of at least a large part of this work. 

For one, I do not believe that a single writer of any 
one of the three classes brought by Dr. Bohm-Ba- 
werk into his Productivity group of interest theories held 
any other opinion than that to which Dr. Béhm-Bawerk 
accords the highest degree of respect; that is, the Indirect 
Productivity view of interest. For instance, among the 
Naive Productivists Dr. Béhm-Bawerk makes out a body 
of writers as holding the opinion that capital has a direct 
value-producing power. These writers constitute one of 
his formulated classes; and it is to be admitted that those 
very terms are used by many. Yet, for myself, I do not 
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believe that a single one of them meant anything more, or 
anything less, than that the use of capital in production 
contributes to the creation of a larger amount of goods of a 
larger aggregate value. If Dr. Béhm-Bawerk’s object was 
to show how badly or loosely a great many writers have 
expressed themselves (though whether that would be 
worth doing might still be in question), he has done his 
work well. If his object was criticism and history, I can- 
not think he has done it well. So much for the Produc- 
tivists. 

There is, in Dr. Béhm-Bawerk’s treatment, another 
large group (divisible, like the Productivists, into classes) 
which he characterizes as holding the Abstinence theory 
of interest. To these economists he attributes the opinion 
that abstinence from immediate consumption directly cre- 
ates interest; and it is to be admitted that there is 
enough in their writings to justify such an assertion, if 
that is the sort of thing you are trying to do. YetIdo 
not believe that a single one of these writers ever held 
such an opinion in any other sense than that the saving 
up of wealth enables the capital to be accumulated which, 
through its application to production, causes the creation 
of a greater quantity of goods, of a higher aggregate value. 
The simple fact is that the writers whom Dr. Béhm-Ba- 
werk thus characterizes were engaged in defending inter- 
est on moral, political, and economic grounds, vindicating 
it both as an institution beneficial to society and as an ar- 
rangement consistent with political justice. Approaching 
the subject from this point of view, and writing for a 
present constituency concerned with these questions, it 
not unnaturally resulted that they dwelt upon the moral 
and economic virtue involved in abstaining from the im- 
mediate consumption of costly and pleasant things for the 
sake of a future good and to the manifest benefit of the 
community. They thus reached a social justification of 
interest, which no one of them probably ever mistook for 
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a scientific ascertainment of the cause of interest. So 
much for the Abstinence group. As to the third great 
group, the Use group of theories as to the origin of in- 
terest, even Dr. Béhm-Bawerk’s translator, editor, and 
hearty admirer, revolts. “I confess,” says Mr. William 
Smart, “I find some difficulty in stating the economic 
argument of*what our author has called the Use theory of 
interest; and I am almost inclined to think that he has 
done too much honor to some economists in ascribing to 
them this theory.” I can’t say about the honor; but I 
agree with Mr. Smart so far as to believe that no econo- 
mist of rank, who had given more than a passing thought 
to interest, ever held any of the ingenious Use theories 
stated by Dr. Béhm-Bawerk in any other sense than that 
the use of capital is productive, as the Productivists em- 
ploy that term. 

II. So much for our author’s treatment of the econo- 
mists and his classification of their opinions regarding 
interest. 

Let us now pass to what he has to say regarding the 
economic function of capital and the relation of capital to 
other elements in production. In opening the path to 
his demonstration of the origin of interest, Dr. Béhm-Ba- 
werk deems it necessary to give a very disparaging ex- 
pression to the part which capital takes in production. It 
is usual to speak of it as one of three equal and indepen- 
dent agents in production, having a corresponding share 
assigned to it in distribution; 7.e., 


land, receiving rent. 
labor, * wages. 
capital, _ interest. 


(The reader may be aware that, in my theory, I adduce 
a fourth agent of production; namely, business ability, 
receiving profits. But this is not important to the pres- 
ent discussion ; and I will not obtrude that feature here.) 
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Now, Dr. Béhm-Bawerk says that the framing of the 
left-hand list embodies an error, due to the natural feeling 
that there must be a distinct agent in production corre- 
sponding to that undoubted share in distribution known 
as interest. You have interest: ergo, capital must be 
placed against it, to account for it. But Dr. Bohm-Ba- 
werk declares that there is no such original and indepen- 
dent agent of production. Production has only two tech- 
nical elements,— the powers of nature and human labor. 


\ Capital is wholly derivative and secondary,—the product 


of man working upon nature. Thus, while there is such 
a share in distribution as interest, there is no correspond- 
ing factor in production. I confess I do not see the im- 
portance of this. Whether capital, as an element of 
production, be derivative and secondary or original and 
independent, does not affect the inquiry how interest on 
capital is generated, out of what fund it is paid, from 


\what source it springs. But Dr. Béhm-Bawerk evidently 


considers this a fundamental matter in his great argument. 
He has to do away with a prejudice, as he conceives it, 
in favor of capital, which predisposes the mind easily to 
accept a false view of interest. He has to remove the 
notion that, just as land produces its own rent, just as 
labor produces its own wages, so capital produces its own 
interest. To remove this preconception, he seeks to over- 
throw capital as a technical element, or factor, in produc- 


\tion, of the same grade or rank as land and labor. So, 


he repeats, we have only two original and independent 
agents of production; namely, nature’s powers and man’s 
powers. 

But what about horse powers and mule powers and ox 
powers? In almost all communities there is as much of 
muscular power belonging to brute animals available for 
production (and often very much more) as of muscular 
power belonging to man. Where does Dr. Béhm-Bawerk 
place these powers in relation to nature’s powers and 
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man’s powers? Of course, the reader deems my question 
idle, and the answer easy. The powers of cattle and 
horses are derived from nature, with or without the care 
and labor of man. The muscular powers of the horse, 
e.g-, represent so much of vegetable material gathered 
by the animal himself or provided by man, Grasses or 
nutritious roots have been transmuted, by nature’s won- 
derful alchemy, into bone and muscle. That is true 
enough. The answer to my idle question has been easy 
and conclusive. The answer to my next question will 
not be so easy. If Dr. Béhm-Bawerk treats the laboring 
powers of horses and cattle as derived from the powers of 
nature, why does he not refer the laboring powers of man 
himself to the same source? What is man’s bone and 
muscle but vegetable and animal matter wrought upon by 
nature’s wonderful alchemy? . There is not the faintest 
shadow of a reason for referring the laboring powers of 
brutes to nature, and not referring those of man also. 
Nay, not only must man’s powers be deemed to be deriv- 
ative and secondary if the powers of the useful animals are 
to be so treated, but, as a matter of fact, the brutes were 
the first to be created; and hence man’s powers are deriv- 
ative and secondary in an even higher degree than the 
powers of the ox and the ass. Whether you follow Moses 
or Monboddo or Darwin, you come to the same conclu- 
sion. It was the brute animals that were first created. 
They were on the earth when man appeared upon it; and 
it was their milk, their meat, their muscular help, which 
kept man alive in the early stages of his helplessness and 
ignorance. So much for Dr. Béhm-Bawerk’s effort to set 
capital beneath nature and man as agents of production. 
It only results in showing some forms of capital as older 
than man himself, and as playing an important part in 
nursing man and keeping him alive through the infancy 
of the race. 

But what, after all, does it matter, for the problem of 
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distribution, whether capital be derivative or original ? 
At any given time, in any given place, there are three 
great agents of production ready to be set to work (ac- 
cording to my view, four; but never mind that now),— 
nature’s powers (land), capital, man’s powers (labor). 
In the situation then and there existing, these powers, 
whether all original or not, are independent and equal. 
They must be brought together, if at all, by consent and 
contract. Each will contribute an all-important part to 
production. Each will claim and receive a share of the 
product. And for none of the purposes of that partition 
does it matter a pin whether one of these powers was, in 
its source, different from the others. It is the origin of 
interest, not the origin of capital, with which we are con- 
cerned. 

III. Let us now pass to consider Dr. Béhm-Bawerk’s 
positive theory of capital-interest. And here I must re- 
peat that I shall speak under the constant feeling that I 
may be wrong; that perhaps I do not clearly comprehend 
the author’s meaning, or in my own reply may be beyond 
my depth. What, substantially, is Dr. Bihm-Bawerk’s 
theory of interest? It is that interest is wholly due to an 
undervaluation of future goods. “The loan,” he says, 
“is a real exchange of present goods against future 
goods.” For this purpose “ present means of production 
are, in effect, future goods.” In Mr. Smart’s phrase, “ the 
essence of interest is discount.” The following is the 
fuller statement : — 

Whether from the difference in men’s resources in the present and 
in the future, respectively, or from their tendency to undervalue 
future joys and sorrows, or else from regard to the technical superi- 
ority of present over future goods, in any case the overwhelming 
majority of human beings set a higher subjective value on present 
than on future goods otherwise identical. From such subjective valu- 
ations arise, in the general market, a higher objective value in ex- 
change, and higher price for present goods. The said higher objective 
value and price react upon subjective valuations; and this gives to 
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present goods a higher subjective value in exchange, even with those 
persons for whom (through their personal circumstances) such higher 
subjective value would not otherwise have existed. Finally, the level- 
ling tendencies of the market make the depreciations of future goods 
bear a regular proportion to the degree of futurity. Accordingly, in 
the economy of nations, future goods are depressed, both in subjective 
and in objective value, more or less deeply in proportion as they are 
more or less remote from the present. 


In a word, the reason why a man who loans $100 is to 
receive back $106 at the end of the year is not because 
the capital loaned will produce $6 worth or more during 
the year, besides keeping itself up, but solely because men 
think as much of $100 now as of $106 available a year 
hence. What shall we say of this? That there is a 
strong tendency in human nature to undervalue the 
future, in comparison with the present, is clear. The 
Productivists recognize this, and give it a place in their 
theory. They use the fact as affecting the supply of 
capital, through controlling the disposition to save and 
accumulate. Dr. Béhm-Bawerk seems to make it the 
main cause of the demand for capital. 

The first criticism upon the new Austrian theory is that 
if, in truth, men are, in dealing with this matter of the use 
of capital, habitually giving way to a moral and intellect- 
ual weakness, like that of undervaluing the future in com- 
parison with the present, communities thus constituted 
ought to be growing continually weaker and poorer, like 
the spendthrift who pays high usury that he may the 
sooner eat up and drink up and smoke up his ancestral 
estate. If, on the contrary, the Productivists’ view is 
correct,— namely, that capital bears an interest because 
its use becomes productive of wealth,— then we have at 
once an explanation of the origin of interest and of the 
almost universal phenomenon of the growing wealth and 
industrial power of communities. But what argument 
does Dr. Béhm-Bawerk adopt to prove that capital does 
not, in this sense, produce its own interest ? 
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I answer, first, he seems to think that the burden of 
proof in this matter is upon those who hold the familiar 
notion. He says that the Productivists must prove : — 

(a) That the employment of capital causes a greater 
amount of goods to be produced: this he calls physical 
productivity. So much, however, he is willing to concede. 
This point, then, is not in dispute. 

(6) That the greater amounts of goods, so produced, 
have a greater value. While Dr. Béhm-Bawerk severely 
criticises many writers who have taken for granted the 
higher value of the larger quantity of goods, he admits that 
the fact of such superior value is fairly shown. Some of 
his disciples, however, have chosen to make more of this 
point than their master, and have written as if the pre- 
sumption was that the larger amounts would result in no 
higher, if not, indeed, in a lower aggregate value. Mr. 
Bonar, in commenting upon this subject, says, “Great quan- 
tity and great value are, indeed, almost inconsistent with 
each other.” 

(¢) The last thing which Dr. Béhm-Bawerk declares the 
Productivists are bound to prove is, not only that the 
value of the larger amounts of goods produced by the 
accession of additional amounts of capital will be higher 
than before, but that this value will be higher by the cost 
of the capital itself, and by something over, which some- 
thing over must be the interest. For example, having 
granted that “the greater amount of goods produced by 
the help of capital has more value than the smaller 
amount produced without its help,” he adds, “ There is not 
one single feature in the whole circumstances to indicate 
that this greater amount of goods must be worth more 
than the capital consumed in its production; and it is 
this phenomenon of surplus value we have to explain.” 
Please to observe that the larger values produced must 
at least repay the cost of the capital itself, or there will 
be no gain, but a loss, through the employment of the 
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capital. If, in addition to repaying the cost of the capital, 
those larger values do not also produce a surplus, there 
can be no interest. In a word, what Dr. Béhm-Bawerk 
says the Productivists have to show is “the remainder of 
a net return in the gross return.” The fact of a gross 
return is not questioned. Moreover, Dr. Béhm-Bawerk 
does not deny that habitually and normally the returns to 
capital are greater than the cost of capital, which excess 
is by him, as by us, called Interest. This he admits: 
There is a surplus value, after paying for the machine or 
other form of capital used. There is “a net return in the 
gross return.” What he asserts is that this surplus, this 
net return, cannot be accounted for on the ground of the 
productiveness of the capital, but must be explained upon 
his own ground of the undervaluation of future goods, the 
higher estimation of present goods. Here the issue is 
joined between Dr Béhm-Bawerk and the Productiv- 
ists. By what line of reasoning, then, does the Austrian 
economist undertake to prove that the admitted surplus 
value, net return, or interest, is not due to the produc- 
tiveness of the capital, as its sufficient cause? 

_ Dr. Béhm-Bawerk’s argument, if I rightly understand 
it, is this. Whatever be the total “gross uses” of, say, a 
machine during its life, competition would, on the Pro- 
ductivity theory alone, make this to be the value of the 
machine at the very beginning of its term of usefulness. 
If so, there could be no surplus value at the end of that 
term of use. Therefore, the Productivist theory cannot 
be true. For example, if a machine had been built at the 
cost of $50, and the gross uses of the machine through its 
life, say one year, were to be the value of $53, then there 
would seemingly be a surplus value of $8. And this, or 
something like this, the author admits, will normally be 
the case whenever such a machine is built. Habitually, 
machines and implements are constructed whose present 
price is less than is to be the sum of their gross uses. The 
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difference, the surplus value, the net return, is interest. 
And this result, of a net return, a surplus value, an in- 
terest, is, he says, perfectly explicable on his own the- 
ory, because men value, say $53, a year hence, at only $50 
to-day. But, aside from the operation of this principle of 
the normal undervaluation of future goods, the phenome- 
non of the $3 surplus cannot, he declares, be explained. 
Remove the operation of that principle, and the present 
value of that machine would at once necessarily rise to 
$53, that being the sum of its gross uses, no matter over 
how long a period protracted. If the machine is going to 
produce $58 worth sooner or later, it will be worth that 
sum now.* Therefore, it is the disposition to undervalue 
future goods which is the cause of interest. But for the 
productiveness of capital, indeed, interest could not be 
paid; yet, notwithstanding the productiveness of capital, 
interest would not be paid,—that is, the present value of 
the machine would rise to the sum of its gross uses,— 
were it not for the law of human nature thus invoked. 
“Interest,” says Dr. Béhm-Bawerk, “is a surplus, a 
remainder left when product of capital is the minuend 
and value of consumed capital is the subtrahend. The 
productive power of capital may find its result in increas- 
ing the minuend. But, so far as that goes, it cannot in- 
crease the minuend without at the same time increasing 
the subtrahend in the same proportion. For the produc- 
tive power is undeniably the ground and measure of the 
value of the capital in which it resides. If, with a partic- 
ular form of capital, we can produce nothing, that capital 


*“* Every good is nothing but the sum of its uses; and the value of a good 
is the value of all the uses contained in it.” 

“The productiveness of concrete capital is already discounted in its 
price.”’ 

“To ascribe interest to the productive power of capital is to make a 
double charge for natural forces, in the price and in the interest.” 

“The means of production do not account for or measure the value of 
products. On the contrary, the value of products determines and measures 
the value of means of production.’’—Smart. 
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is worth nothing; if we can produce little with it, it is 
worth little; if we can produce much with it, it is worth 
much, and so on, capital always increasing in value as 
the value that can be produced by its help increases,—i.e., 
as the value of its product increases.” And he quotes 
Menger’s proposition, that the value of the means of pro- 
duction (goods of higher rank) is determined,* always 
and without exception, by the value of their products. 

This is Dr. Béhm-Bawerk’s proposition, as I understand 
it. Itis to be met by a blunt denial of the assertion that, 
upon his assumptions, there would be the tendency sup- 
posed for the price of the machine to rise to the sum of its 
gross uses. Why, he asks, should not the machine sell 
for $53, since it is capable of producing that amount 
sooner or later? Why, I rejoin, should itdoso? There 
is the best reason in the world why it should not, in that 
its cost is only $50, and it can be duplicated for that sum. 
But why, then, asks our author, should not the multipli- 
cation of machines bring down the value of the gross uses 
of each machine from $53 to $50? Because, I answer, 
men will not buy these machines beyond the point where 
they can get back the $50 which represents their cost, and 
also the $3 which represents the productive power of that 
$50 for one year, which, in other words, is the proper 
interest on the capital cost of the machine for the term 
during which it is to be used. 

“ Why is it,” asks Dr. Béhm-Bawerk, “ that there is not 
so great a quantity of any particular form of capital pro- 
duced and employed that its employment returns just 
enough to replace the capital, and no more?” I answer, 
there might be, by misadventure and miscalculation, in 
the case of “any particular form of capital.” But, in re- 
gard to capital in general, this can never happen, because 
the supply of capital, owing to the urgency of human 


*** Determined by”: yes, unquestionably. But is it necessarily equal to 
the value of the products ? 
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wants for immediate subsistence, can only be slowly and 
painfully increased ; while the demand for it for industrial 
employment, owing to its productiveness, will always be 
such as to render it necessary to make provision for a pay- 
ment to the owner, in the nature of interest, for its use. 

It is true that production must take place in time; and, 
therefore, time is, in that sense, a condition, or, if you 
please, a cause, of interest. But it is only because time 
determines how often the productive process can be re- 
peated — how often capital can be “turned over ”— that 
time has to do with interest. Dr. Béhm-Bawerk himself, 
although he frequently represents the idea of means of 
production “ripening” into consumption-goods, admits 
that it is not enough for interest that time should merely 
elapse. “This is not, of course, to say that, to make 
present goods out of future goods, it is sufficient that time 
should elapse and the future become the present. The 
goods themselves must not remain stationary. On their 
part, they must bridge over the gap which divides them 
from the present; and this they do through the produc- 
tion which changes them from goods of remote rank into 
finished and final products. If there is no productive 
process, if the capital is left dead, the means of pro- 
duction always remain undervalued future goods.” 

I confess that it begins to appear to me as if the whole 
difference were one of phrases only. ‘We say that it is 
production which creates interest; but we add that the 
production must of course take place in time. Dr. Béhm- 
Bawerk declares that time creates the surplus value 
which becomes interest. But he adds that the lapse of 
time merely will not do this,— there must be production 
in that time. It seems, then, that the question is whether 
we shall attribute the origin of interest to production in 
time or to time for production. Inasmuch as the pro- 
duction is the essential thing and the passage of time 
merely a condition, I confess I prefer the former mode of 
statement. ’ 
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IV. But one thing more requires to be said. Dr. Béhm- 
Bawerk is continually making the point against the pro- 
ductivity theory that value does not come from the 
side of production, but from the side of consumption. 
“Value,” he says, “is not produced, and cannot be pro- 
duced. What is produced is never anything but forms, 
shapes of material, combinations of material: that is, 
things, goods. These goods can of course be goods of 
value; but they do not bring value with them ready- 
made, as something inherent that accompanies production. 
They always receive it first from the outside,—from the 
wants and satisfactions of the economic world. Value 
grows, not out of the past of goods, but out of their future. 
It comes, not out of the workshop where goods come into 
existence, but out of the wants which those goods will 
satisfy.... What production can do is never anything 
more than to create goods, in the hope that, according to 
the anticipated relations of demand and supply, they will 
obtain value.” 

If it be true that value does not come from the side of 
production, equally it is true that value does not come 
from the side of consumption. It comes from neither, but 
from both. Value arises from the relations of demand 
and supply. The desires of the community give rise to 
economic demand, but it is production which controls 
supply. Mere desire, or demand, will create no value, 
any more than will the expenditure of labor upon an 
object without reference to such desire or demand. 
Within the past fifteen or twenty years economists have 
been trying to make up for their previous neglect of con- 
sumption, as a department of political economy, by talk- 
ing about consumption, and little else. A vast deal has 
been written of late on the theme,— good, bad, and in- 
different; but of all the bad things that have been written 
there is nothing worse than that value comes from the 
side of consumption alone. 
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But there is more than this. I am not sure that, after 
all, it may not be said that, in a certain wide sense, wealth 
comes from the side of production, consumption — i.e., 
demand — being assumed as of course. While it is true 
that in any given case industry may expend itself upon 
the production of articles which will have no value, yet 
the desires of men for one kind of article or another are 
simply illimitable. Possible consumption is always indefi- 
nitely beyond the limit of the possibilities of production. 
Hence, in speaking of the production of wealth in general, 
not of specific articles, we have the right to take consump- 
tion for granted. But capital, except in the case of a few 
highly specialized instruments, contains a general produc- 
tive capability, a power importantly to assist in the produc- 
tion of any and every article for which a preference, in the 
anticipated relations of demand and supply, may exist. 
Hence we have, it seems to me, the right to say that pro- 
duction, not in every possible case, but in the vast prepon- 
derance of all probable cases, will create value,—in the 
vast preponderance of all actual cases, does create value ; 
and that natural interest represents the capability inhering 
in capital to assist in such production. 


Francois A. WALKER. 
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So recently as the “Congress for Accidents” at the 
World Exhibition in Paris, 1889, the abler representa- 
tives of the “ Le Play Societies” expressed most confident 
opinions that the German craze for State insurance would 
leave “ Modern Italy” untouched, and, above all, would 
find no favor in the home of self-help, England. As late 
as February, 1890, M. Gibon wrote: “ L’Italie ne parait 
pas disposée & faire application du systéme de l’ Allemagne. 
Elle est prudente.” 

After the reports of the Italian delegates at the Con- 
gress in Bern last September, M. Gibon wrote regretfully 
that Italy had disappointed all lovers of the “free 
initiative,” and even Switzerland with her referendum had 
practically committed herself to the essential parts of 
the German scheme. And if this careful specialist were 
now to report upon England, it could only be to tell of a 
confidence wholly misplaced. At least six national pen- 
sion schemes are at this moment struggling for recogni- 
tion in England. Five of these proposals assume that the 
annuitant will pay a portion of the cost: all agree that 
a portion of the cost must be borne by some one else be- 
sides the insured,— as by government or by “society at 
large.” All schemes choose sixty-five as the age best 
suited for the receipt of the pension. All seem to have 
sprung from a sense that the proportion of the laboring 
class above sixty-five years of age that is practically a 
part of the pauper class, is shamefully large. As long 
as the socialists were the authority, it was not widely be- 
lieved that the shadow of pauperism falls upon nearly 
one-third of the laborers, “as a practical certainty,” in the 
richest nation in Europe. Names which command author- 
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ity are now, however, telling the story with far more 
dramatic effect. 

Mr. Charles Booth, in his address before the Statistical 
Society (Statistical Journal, December, 1891), showed 
how he feared every exaggeration of pauperism; and yet 
how appalling the figures were! The plain record of the 
facts as he finds them is driving him for a remedy to what 
many of his friends consider extreme measures. He 
allows fully for the difficulties, but finds “two out of 
every five men and women who live to be sixty-five are 
destined under existing circumstances to become charge- 
able to the poor rates, to be a burden upon the Poor Law.” 
Influential papers, which ridiculed a socialist writer seven 
years ago for a more moderate statement of the evil, now 
practically accept Mr. Booth’s figures. Mr. Chamberlain 


says : — 


I want to tell you two things which are worth bearing in mind. 
Of every man and woman who is to-day living at the age of twenty- 
five, one out of two will live, according to the tables, to the age of sixty- 
five. I often hear people say, “Oh, working people do not live to 
sixty-five.” There is no greater mistake. There are at the present 
time two millions of people in the United Kingdom over sixty-five, 
and the majority of them belong to the working classes. One out of 
two — remember that — will live to be sixty-five. The second point 
—and this is more serious — is that, out of those who live to be sixty- 
five, under present conditions forty per cent., two out of five, will be 
paupers, will have to depend for their subsistence upon Poor Law re- 
lief. That is a matter which I have calculated for myself and for 
which I have given my authority on previous occasions. But the 
figures I am quoting now are not my own. I have got a better au- 
thority than any I could give. They have been sent to me by the 
kindness of Mr. Charles Booth, who is well known as the greatest 
living authority upon pauperism and the condition of the poor. 


In the editorial comments of the Times we read, “ Mr. 
Booth’s figures justify Mr. Chamberlain.” “He gives state- 
ments precise as a balance sheet, dealing with points 
vitally material to any old age pension scheme”; and Mr. 
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Chamberlain’s “arguments for such a scheme have been 
much strengthened by Mr. Booth’s paper.” Even the 
Daily News finds no objection on principle. It says: “It 
cannot be too carefully borne in mind that, in providing 
universally for old age, we should not be so much taking up 
a burden as readjusting it.” The poor are now “cared for 
in the way most unsatisfactory possible, ...in a way dis- 
couraging to thrift and effort, degrading to the old people, 
often cruelly burdensome. Sooner or later we shall amend 
this: ... it will not be by the exercise of any intricate in- 
genuity, but by a bold humanitarian recognition of a public 
duty to those great masses who have spent their lives in the 
public service.” This final sentence is to the letter as if 
written by some socialist of the chair in 1878 or 1879, 
when the discussion of State insurance was becoming 
public in Germany. 

With the general proposition of old age insurance, Mr. 
John Morley expresses distinct sympathy: “I have 
taken great interest in the subject, and have ventured 
to say that I think the man or the party who solves this 
question,— the question of preventing a man who has 
worked hard all his life, maintained his family, and been a 
good citizen, from going in his old age to the workhouse, 
—the man who shall put an end to that state of things 
will deserve more glory than if he had won battles in the 
field. At Sheffield Mr. Morley said: “Could not the 
State use its influence in the direction of something like 
national insurance? The most afflicting thing to be seen 
in modern society is that after men have spent their 
natural force they were so often left beggars.” 

Sir John Gorst speaks with greater precision and con- 
fidence. He praises the German compulsory insurance, and 
finds no objections against a considerable application of it 
to England. He maintains that now in England “no man 
dependent on his daily wage could be considered in a 
satisfactory position unless he was insured.” To those 
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who cry out against compulsion he answers, “ Why, the 
State exercises compulsion already!” using the same 
argument employed by Canon Blackley, Mr. Chamberlain, 
and others,— that State pensions introduce no new princi- 
ple. Compulsory contributions levied on property to the 
extent of-several millions of pounds per annum are taken 
in such way as not to reach the end sought. “We will 
try,” says Mr. Chamberlain, “to rationalize this already 
existing principle, and make it really effective.” 

Nor is it the politician alone who takes this new posi- 
tion. Several of the older and more distinguished charity 
workers have pronounced in favor of such pensions,— men 
against whom no fair charge of sentimental weakness 
could be brought. 

Mr. Ede, formerly Lecturer upon Political Economy at 
Cambridge, writes out of a long experience, in the Con- 
temporary Review, April, 1891, that, in his opinion, the 
trades-unions, even with the help of the Friendly Socie- 
ties, cannot begin to deal with this question, since they 
touch only the more successful body of laborers, not the 
great mass of the unskilled. To those who hope that the 
“ Thrift Movement” will finally reach these masses, he 
says: “Is it reasonable to expect this [saving] of the 
average agricultural laborer? ... Forty-five per cent. of 
the deaths over sixty years of age are of persons who 
have been in receipt of poor relief; é.c., nearly one-half 
over sixty are paupers.” Can we expect such thrift from 
unskilled laborers in towns whose average wage, in con- 
sequence of irregularity of employment, is scarcely, if at 
all, above that of agriculturists? Manifestly we cannot.” 
Of London he says: “One in five of the deaths occur 
in workhouses and public hospitals. If we eliminate those 
above the wage-earners, the proportion will be something 
like one to three for all ages. If we take those of sixty 
and upwards, one in two will more accurately represent 
the proportion. 
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“¢490,000 persons over sixty-five in receipt of relief dur- 
ing the year,— over one in three of the whole population 
of that age,—. . . and even this takes no account of lunatics 
or of the large number who struggle on in feeble bodily 
health, dreading nothing so much as that they should 
survive their slender store and be driven to the parish and 
the house at last.” 

He asks if it is more ignoble that these should receive 
pensions than that above 100,000 in the army, police, 
navy, and civil service should receive them. 

Dr. Spence Watson writes: “My hope and belief is 
that a carefully considered scheme may succeed in pre- 
venting those who have labored through life in the service 
of the State being compelled, in their declining days, to 
seek a refuge in the poorhouse.” 

Further still goes Dr. Hunter, M.P., of Aberdeen, who 
would have an allowance for orphans till the age of six- 
teen. As Dr. Hunter’s was one of the earlier schemes, 
and the actuarial calculations are said to be most accu- 
rately made, it may help us to see what his conditions and 
proposals are: — 


Weekly Wage. Paid by Paid by Paid by Weekly 
Laborer. Employer. State. Pension. 
6s. to lls. 1ld. ld. ld. 4d. 5s. 
12s. to 17s. 11d. 2d. 2d. 4d. 7s. 
18s. and more. 4d. 4d. 4d. 10s. 


Though this plan is costly, Mr. Ede says of it: “Is 
Scotland always to lead the way? In 18538 it obtained its 
Sunday-closing act: in 1891 ours [the English] is still in 
the future. In 1890 Scotland obtained free education. 
Is it to be the same with national insurance?” 


Here are such diverse and authoritative sources of 
opinion as to show sufficiently how wide and serious the 
movement now is in England for some form of State 
assisted old age pensions. The proposals are not wholly 
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new. More than a century ago, 1772, a bill before the 
Commons dealt definitely with this question of providing 
pensions for the working classes in their old age. The 
bill passed the House, but was dropped later. It had the 
support of Edmund Burke and the famous non-conformist, 
Dr. Richard Price. In 1787, still probably under Dr. 
Price’s influence, a broader and bolder bill was proposed, 
which likewise failed. If we except an elaborate scheme 
in 1806, which may perhaps be classified in the category of 
national insurance, nothing appears of note until 1878, 
when Canon Blackley, a Hampshire rector, published an 
article upon the subject in the Wineteenth Century for No- 
vember of that year. He proposed that every individual in 
the nation shall be liable by law, after reaching the age of 
eighteen years, to contribute, either in one sum or by in- 
stalments, ten pounds or thereabouts to a National Sick 
and Pension Benefit Society, which would secure to him 
or to her, when prevented by sickness from earning his 
usual wages, a sum of 8s. a week until seventy years of 
age, and after seventy a cessation of the sick pay, but a 
pension for life of 4s. a week. This fund to be paid into 
and distributed by the post-office. The interest then cre- 
ated was such as to lead to the formation in London of 
the “ National Providence League,” chiefly for the dis- 
tribution of literature. 

In May, 1885, a select committee was appointed “ to in 
quire into the best system of national provident insurance 
against pauperism.” This committee of thirteen mem- 
bers contained the names of John Morley, Mr. Stanhope, 
Herbert Gladstone, Joseph Cowen, Sir Herbert Maxwell, 
and other well-known members of Parliament. The testi- 
mony given during several days’ sittings before this com- 
mittee was published in a report in July, 1885. The 
well-known authority upon charity, Judge Aschrott, of 
Berlin, was summoned to give testimony as to the Ger- 
man system of compulsory insurance. Mr. Morley’s 
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interest in the pension scheme seems to date from these 
sittings, and Sir Herbert Maxwell became an active agi- 
tator in its favor in and out of the Commons. 

The points of special interest are: (1) the fact of wide- 
spread pauperism which existing Poor Law administration 
is doing so little to meet; (2) the fact that saving is con- 
fined to a relatively small proportion of the stronger mem- 
bers of the working class; (8) the fact that many of the 
Friendly and other Benefit Societies are in a condition so 
risky as to make it a social duty to warn laborers from 
joining them, together with the further fact that the great 
and successful societies, in spite of their enormous mem- 
bership, are not attracting, or likely to attract, the great 
masses of unskilled labor. 

The testimony as to the practical inadequacy of exist- 
ing insurance institutions to secure economically the 
future of the large body of laborers was essentially the 
same as in Germany. In both countries this point has 
been a vital one. Every English advocate of old age 
pensions endeavors to show, in spite of the immense ser- 
vice of Benefit Societies, how sharp are their limits. To 
those born with a little property, to the skilled, and to the 
strong, the self-help societies in every form have been 
an unmeasured good; but to the skilless, the stupid, the 
weak, to those families in which sickness has been con- 
stant, such assgciations have neither brought advantage 
nor are they likely to do this. 

The new trades-unionism is just trying its uncertain 
hand with the unskilled, but has as yet given too scant 
evidence as to its ability. The older unionism has a 
membership of some 750,000. If it be once conceded that 
the masses are to be insured, few would trust to this 
source. 

The Friendly Societies have a commanding record. If 
we include, besides the Affiliated Orders, the Railway 
and Mining Associations, collecting societies like the Vic- 
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toria Legal, we have the imposing result of more than five 
million persons who are of their free choice insured against 
sickness. It is idle, however, to deny that public con- 
fidence has been shaken in the ability of these institutions 
to insure the very part of the labor world which needs se- 
curity most. Such provision, moreover, as these societies 
have made for old age pensions has practically failed. 
The cost, too, of the collecting societies is very great, 
nearly four times as expensive as the present State method 
in Germany. It is thus with great force that the advo- 
cates of the pension scheme repeat, “If we are to reach our 
object of securing old age pensions, we can no longer 
trust either to the existing Poor Law or to the various 
forms of Benefit Societies.” 

Omitting the variations, we may consider what is essen- 
tial in this movement by looking at two schemes,— that of 
Mr. Chamberlain and that of Mr. Charles Booth. Canon 
Blackley, who has been the most conspicuous agitator in 
England for this reform, is now willing, for practical rea- 
sons, so to modify his proposals as to work with Mr. 
Chamberlain. The earlier plan assumed that between the 
ages of eighteen and twenty-one wages are such as to 
make possible a payment of £10, also that compulsion is 
essential to secure the end. The discussion in the Select 
Committee of the House of Commons (1885) forced both 
the provisions for “sick pay” and “compulsion” to be 
dropped. 

For anything like compulsion public opinion was un- 
prepared, while the all-powerful Friendly Societies showed 
instant opposition to a rivalry by the State in paying the 
sick. The pension age was also lowered from the Ger- 
man limit of seventy to sixty-five. There was thus es- 
tablished a “ Voluntary State Aided Old Age Pension 
Scheme.” The support of the League was further condi- 
tioned upon two points: (1) that the insured should 
make a contribution from their own resources; (2) that 
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the contributor’s contract for a pension be only recognized 
“as entitled to State augmentation if effected through 
some financially sound organization, whether a Friendly 
Society, an Annuity Office, a Pension’s Trust Fund, or the 


Post-office.” 

The plan of Mr. Chamberlain, in spite of its tentative 
character and the author’s extreme solicitude lest the 
Friendly Societies should be frightened into opposition, 
attracts daily more and more public attention. The 
scheme of Dr. Hunter seems to be merged in the final 
statement given by Mr. Chamberlain in the National Re- 
view. As political exigencies will not admit at present of 
compulsion, the object is to persuade the workman by a 
“temptation” both strong enough and immediate enough 
to induce him to begin his payments. 


Accordingly, to induce a workman before he reaches the age of 
twenty-five to save £5 for this purpose, the aid of the State might be 
given in the shape of a bonus for £15, which would be added to his, 
own deposit in the books of the savings-bank. It is believed that few 
workmen would resist the temptation to secure £15 by saving £5. 
Having thus commenced the provision, the insurer would be required 
to continue it by an annual payment of twenty shillings a year until 
he reached the pension age of sixty-five. To provide for temporary 
want, illness, or other accident, he would be allowed at any time to 
make up subscriptions in arrear, providing that they did not extend 
over more than five years. Until this period has been passed there 
would be no lapses, 

In return for this subscription he would become entitled on reach- 
ing sixty-five to a pension of five shillings per week to the end of his 
life. 

If the insurer dies before sixty-five, leaving a widow and young 
children, one or the other, a small weekly allowance may be paid 
to the widow for six months after his death, and, in addition, a pay- 
ment of two shillings per week for each child until it reaches the age 
of twelve years (which is the half-time age), provided, however, that 
the total sum payable to the same family shall never exceed 10s. per 
week for the first six months, and 8s. per week afterwards. If the in- 
surer dies without widow and children, he might be permitted to 
leave a sum proportionate to the amount of his subscriptions to any 
authorized representative. 





— nye 


a ee 
~~ 


tle tte 


a — ~~ yes 





426 QUARTERLY JOURNAL OF ECONOMICS 


In the case of women separately insured it does not appear neces- 
sary to do more than provide for the old age of the insurer, nor to 
provide a larger pension than 3s. a week. This benefit can be se- 
cured by a deposit of £2 before twenty-five, and an annual payment 
of 8s. 8d., the contribution from the State being in this case £8 at 
twenty-five. This provision for women is a very important part of 
any scheme. The number of old women who are now driven to ac- 
cept Poor Law relief after the age of sixty-five is very much greater 
than the corresponding number of old men, while the existing pro- 
vision made for such women by the Friendly and other Societies is 
much less general. Women in domestic service, and engaged in the 
lower branches of educational work, would find no difficulty in pro- 
viding the amount required, and would be in most cases glad of the 
opportunity, the advantages of which would be pointed out to them 
by their employers, who would also often be willing to contribute 
something themselves in order to make the scheme easy. 

With the view of meeting the legitimate claims of the Friendly 
Societies and of securing their cordial co-operation, it is suggested 
that the conditions offered by the State shall be offered equally to 
those who are insured in the societies as well as to those who adopt the 
post-office system. The societies will be able, therefore, to compete 
with the government on equal terms. In other words, it is proposed 
to divide the pension into two parts, one part being attributable to 
the contribution from the government, and the other being the pro- 
portion provided by the insurer himself. The former will be avail- 
able as an addition, whether the latter is secured in the post-office, or 
in any society, union, or other organization preferred by the sub- 
scriber. As the addition will be made in this case in the form of an 
increase to the pension whenever it becomes due, it will not be neces- 
sary for the government to exercise any additional control or super- 
vision over the management of the societies. All that will be 
required is that the insurer, on reaching sixty-five, should prove that 
he has acquired his share of the pension, whereupon he will be en- 
titled to receive the government addition. 


Remembering that “politics is the science of the possi- 
ble,” it is perhaps unfair to make too much of the glaring 
weakness in this proposal to “tempt” the masses to save. 
There is a great variety of such temptations already in 
existence. Many of them are indeed far more tempting, 
pecuniarily, than Mr. Chamberlain’s. 5s. weekly pensions 
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at sixty-five is offered by the Foresters for an annual pay- 
ment of 18s. 5d., begun at twenty-five. It has wholly 
failed to tempt even those who could have easily saved 
the premium. The experience of the powerful Man- 
chester Unity has been no different. No form of govern- 
ment annuities or post-office savings have begun to reach 
the class which most needs to save and from which pau- 
perism chiefly springs. The stoutest advocates of the 
German old age pensions admit that the great mass of the 
laborers are, if not sullenly hostile, absolutely careless of 
this form of State insurance. If Mr. Chamberlain’s plan 
is tried, it will follow quickly that compulsion will be 
found necessary even for the beginning of success. We 
are indeed sure that Mr. Chamberlain knows this quite 
well, for he says the scheme must be voluntary “at pres- 
ent.” Canon Blackley and his friends also seem to have 
yielded the point of compulsion because convinced that 


it would be only temporary. One other thing it is safe to , 


say. Ifthe German scheme has such relation to the gen- 
eral problem as the English advocates seem to believe, 
not only compulsion will be necessary, but very extreme 
powers will have at last to be given to the State, in order 
to make so vast a mechanism work with practical eff- 
ciency. 

The final scheme of Mr. Charles Booth surpasses, both 
for boldness and simplicity, all others. He would not 
admit, probably, that it is a “scheme” at all. He says, 
“Whether by some system of deferred annuity, old age 
might not be eliminated entirely as a cause of pauperism, 
I will, without attempting a final judgment, state the case 
for aud against as it appears to me.” 

As all these plans have one common aim, the removal 
of pauperism, Mr. Booth at once discusses, in as subtle an 
analysis as has yet been given, the amount of pauperism.* 

* The title of his paper before the Statistical Society is ‘‘ Enumeration and 


Classification of Paupers and State Pensions for the Aged.” Statistical Journal, 
December, 1891. 
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And here it may be remarked that it is greatly to the 
advantage of clear discussion that the object of these pro- 
posals is so definite. In Germany “Social Democracy,” 
“Universal Unrest,” “Class Inequality,” and indeed many 
other despairs are to be removed. In England the whole 
dispute centres upon the amount and the character of ex- 
isting pauperism. 

Mr. Booth’s conclusions scarcely differ from those of 
Canon Blackley; and many of the critics who were con- 
temptuous of his figuring at once bow to the conclusions 
of Mr. Booth. He says, “It is remarkable that Canon 
Blackley by an entirely different method arrives at ex- 
actly the same conclusion.” “Such a state of things,” he 
adds, “is both startling and deplorable.” 

It is clear that an important moment in the discussion 
of social legislation has been reached when the best- 
equipped man, scientifically, seems thus to take sides 
against the best Poor Law authorities, and in favor of the 
more popular instinct as to pauperism. The ablest op- 
ponents of the old age pensions have been among those 
who hold that outdoor relief is now the chief obstacle in 
dealing with pauperism. “Where these Poor Law princi- 
ples have been applied rigidly and severely, pauperism has 
decreased.” This point is vital for the issue. Mr. 

Booth has evidently been careful to inform himself as to 
the facts by visiting those unions where the “ principles of 
1882” have been most strenuously applied. That he has 
not been convinced of their adequacy is shown in his last 
paper. He finds that these instances of successful appli- 
cation are exceptional, or owing to men of very unusual 
qualifications,— “ conditions that could not be trusted for 
national purposes.” “To attempt the enforcing of such 
a policy by law would be considered very harsh, and 
might not succeed, so that, besides being at best very slow 
in action, it is for the whole country in effect impracti- 
cable.” 
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Mr. Booth thus proposes a universal State pension 
scheme, to be drawn by direct taxation from national 
income. The expense is estimated at £17,000,000 per 
year: — 


What would they get in return? Manifestly (the insured) woul i 
benefit unequally. The rich as a class would pay more in proportion 
to what they receive than would the poor; but lying between them 
would be a middle class which would pay and receive about equally. 
Roughly speaking, this middle line of equality would consist of those 
who have a family income of about £150 a year, shared by four or 
five persons, young and old. The quite poor, whose income for the 
same number of people is only one-fourth of this sum, would as a 
class pay in taxes only one-fourth the value of the annuities which 
would fall to their share; and the extra payments of the better-to-do 
and rich would balance the account.... 

Considering a whole generation, those who die before sixty-five pay, 
but receive nothing. Considering the facts of a single year, the 
young in every class pay for the old.... 

As a matter of public burden, the present cost of maintaining aged 
paupers would be saved. For those in the house the guardians. 
would draw the pension,— gradually it may be hoped that all except 
the very helpless or very reckless would manage to find homes out- 
side,— and out relief for the aged would naturally come to an end.... 

We must also disregard the idea that any old man would be above 
drawing his pension, as it is of the essence of the proposal that the pen- 
_ sions should be for all and absolutely free from any poverty qualification 
whatever.—Pauperism and the Endowment of Old Age, pp. 197, 200. 


Here the complicated and fussy mechanism of the 
German system is dropped. The employer has to take no 
toll from his laborers’ wages, nor to make to their contri- 
butions any additions of his own. It avoids, too, more 
than any other plan, the criticism of being a form of class 
legislation. The charge instantly brought against such 
legislation is that the sense of self-help and thrift would 
be weakened. Mr. Booth meets this, as the socialists 
have long claimed would be the result, by the suggestion 
that the security and hope added to old age by these pen- 
sions would stimulate rather than check “the forces of 
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individuality.” This argument has done much service in 
the history of the German scheme, although no one could 
as yet point to a conclusive fact in its support. 

It is not doubted that a sense of insecurity and hope- 
lessness are powerful forces making for economic waste 
rather than for economic repair. That the very class, 
however, which most needs these pensions would be made 
by them more prudent and thrifty, that the stupid and 
weak would have “the forces of their individuality” 
strengthened, is a statement which cannot be classed 
among the facts of experience, but rests upon a generous 
and honorable faith in human nature. 

Yet who can assure us that Mr. Booth’s faith may not 
be truer to present conditions than the opinion of those 
whose remedy for pauperism is a stricter enforcing of 
the Poor Law? The nicest point of the problem is here. 
It has been the theory of the Poor Law Reform Act of 
1834 that “fear of want” was the great safeguard 
against pauperism. There is now experience enough to 
make one statement about this fear argument very safe ; 
namely, that large classes of laborers are almost wholly 
unmoved by it. Fear of want has no such influence upon 
them as the theory presupposes. The statement is equally 
safe that large classes are, on the contrary, very powerfully 
affected by whatever adds hopefulness to their lot. A 
German biologist has shown that the “ hunger argument ” 
has done in the lower animal world far too much service. 
It seems quite as true of the “fear-of-want” argument in 
the question of pauperism. ‘Sense of security and hope- 
fulness” upon purely economic grounds are everywhere 
found to have unexpected values. 

Mr. Booth uses the socialist argument (Professor 
Marshall seems to agree with him) that the hopefulness 
which a feeling of economic security gives is of far greater 
promise. This sense of hope and security he thinks is 
likely to be reached by his pensions. With such experience 
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as we have at command, it is impossible to deny that this 
may prove true so far as the principle can be applied. It 
is moreover a point of extreme practical importance, since 
sentiment is becoming so powerful a factor in social poli- 
tics that the voters are not in the least likely to sym- 
pathize with any such stringent application of the Poor 
Law as this “fear-of-want” argument implies. The 
“science of the possible” must more and more take this 
sensitive mass of feeling in the rising demos into account. 
A German baron complains recently, “I can’t work any 
longer for the legislation that is best: the electors won’t 
let me.” It may be a subject of complaint. It is most 
certainly a fact. 

There is also the question of expense, in which the 
electors are likely to give plenty of trouble. The cost 
is set at £17,000,000. This sum, however, omits most 
serious expenses of management. These costs have 
proved so enormous in Germany that there is an evident 
disinclination to let the public know their amount. The 
cost percentages, as published, take no account of vast 
burdens thrown upon existing institutions like the post- 
office. Professor Seeligmiiller now proposes, in order to 
check “playing sick,”—an evil that has increased so 
much under the insurance laws,—that special hospitals 
be erected in every province of the empire for such cases 
of “simulating,” “the sick and the physicians to be 
carried free by the State railways.” We may be sure, if 
this is done, the costs will not appear; yet the people will 
pay it in their taxes. Mr. Booth’s £17,000,000 must first 
be taken from the people, then passed through a wasteful 
government machinery, finally to be returned a much 
lessened quantity to the people again. 

Possibly four and a half millions may be said to need 
the 5s. per week, but nearly twice that number do not 
need it. Yet Mr. Booth makes no distinction, but pen- 
sions the comfortable and the needy alike. Even if it 
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were worth while to do this, it is likely to develop prac- 
tical difficulties as rapidly as the mass of the voters see 
clearly that the rich and well-to-do are to get from common 
taxation a subsidy which they neither ask nor require. 
Already the leader of a great union answers for his men: 
“We are not such fools as to allow ourselves to be taxed 
for the benefit of everybody in England that doesn’t need 
the pension.” 

It is again not without misgivings that one measures 
the consequences of thus “lumping the problem.” The 
people are to be dealt with en masse, precisely in this one 
respect, as under the old Poor Law. It has been felt to 
be one of the triumphs of the reformed charity that its 
method made it possible to deal with people, not as a 
crowd, but according to specific and individual needs. 
This breaking the problem into manageable units indeed 
was the signal feature of the reformation. 

The old Poor Law was in nothing more dangerous than 
in its assumption that the masses of laborers and their 
families must depend for a part of their support on the 
poor rates. The new charity not only refused to deal with 
whole bodies of people, but assumed the exact opposite of 
the old; namely, that people, as a whole, could maintain 
themselves. If it appeared otherwise, cases were to be 
dealt with individually and upon their merits. In the 
history of charity no reform ever wrought swifter or more 
wholesome results. In many parts of England pauperism 
decreased within six or seven years forty per cent. In 
the discussion of Mr. Booth’s proposals it seems to be 
admitted by friend and foe that, where the principles of 
1834 have been applied, pauperism has so far been brought 
under control that “able-bodied paupers practically no 
longer exist.” Has human nature so changed as to make 
it safe again to assume that the unbroken mass must be 
pensioned from the same source from which the old rates 
came ? 
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It was a second victory of the new Poor Law to limit 
sharply “outdoor relief.” Mr. Booth restores it on a vast 
scale. The fact that he deals with old age conditions 
does not avoid the difficulties. His investigations have, 
it is true, shown that old age as such is a far greater 
cause of pauperism than was generally believed. The 
legislation, however, which his proposals involve, would 
bear in their effects, not merely upon the old age period, 
but directly upon all the conditions of life and habit out 
of which old age with its strength or weakness grows. 

Mr. Booth realizes that he has to deal with the causes 
of pauperism. Though his pensions are to begin at sixty- 
five years of age, the real problem is to reach the sources 
that make the old age pension necessary. In his superb 
studies of London poverty he tells us what these are,— 
“lack of work or low pay, idleness, drunkenness, or 
thriftlessness, circumstances, sickness, and large families.” 
Clearly, the remedy must be judged by its probable influ- 
ence upon these initial evils. The evils are (a) external, 
like low pay, lack of work, etc., and (4) internal, as 
thriftlessness, etc. His remedy acts at once on the ex- 
ternals. Pay is raised, and the housing better. It is 
possible that the standard of living will be raised by the 
added income. 

It would be dogmatism or cant to deny that this result 
is at least possible. Admitting, however, its possibility, we 
are by no means quit of our difficulty. We are yet bound 
to ask for the probable effects of this wholly indis- 
criminate pensioning upon the whole social and individual 
life previous to the sixty-fifth year of age. The question 
need not be asked on theoretical grounds, but only on 
grounds of a wide and varied experience that has accumu- 
lated since 1834. The question is plainly this. How will 
this increment, by State dole of 5s. per week, influence 
the real sources of human weakness that must be roughly 
classed as internal rather than external? The material 
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standard is a little raised; but how does this bear with 
sufficient directness upon that weakening of character that 
comes from the excesses of the three great human pas- 
sions,— the sexual passion, gambling in all its forms, and 
drink? Probably none but a pedant would try to answer 
this question with great confidence. But to what body 
of experience will he point, who maintains that a small 
increment to the income late in life—and that, indis- 
criminately, as outdoor relief— will really reach these 
deeper sources of weakness from which so much pauper- 
ism springs ? 

We may admit that those among the laborers who have 
learned some measure of prudence and thrift would be yet 
further helped; but Mr. Booth has taught us that the 
chief difficulties are not with this class, but with those 
that have not learned any of these restraints. What, for 
example, would prevent such'from spending their 5s. at 
once recklessly, as they now spend their uncertain earn- 
ings, and thus falling back upon the same charity which 
now supports them? Impossible as it is to answer this 
general question, the mere statement of it shows how grave 
a responsibility they take who advocate such a step. 


It is pleasant, however, to add one’s faith that this entire 
English discussion implies a new concern for the socially 
weak, the importance of which we are not likely to ex- 
aggerate. The almost revolutionary fact is that this con- 
cern has become the serious purpose, not only of statis- 
ticians and economists, but of those who control political 
issues. No principle is more distinctly ethical than insur- 
ance. In six European countries this principle has become, 
with extraordinary rapidity, a powerful factor in politics 
and legislation. No “principle,” “law,” or other abstrac- 
tion will hold it in check. An increasing sensitiveness to 
social ills and inequalities will force on this type of legisla- 
tion. The pith of the question, as it is the pith of the 
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difficulty, is the wholly practical issue of political feasi- 
bility. Can the principle of insurance be applied by the 
State to such vast groups? All private insurance has 
found limits beyond which its group could not be man- 
aged. In the “Centralized” Friendly Societies the 
group may reach such irresponsible dimensions that 
malingering becomes a distinct danger. Other societies 
have found the limit with women. A French insurance 
society against hail is now struggling in the Dordogne 
with the same problem. The State, with vastly lessened 
motive for sharp, minute, sleepless supervision, has to deal 
with groups and conditions incomparably more difficult. 
German experience is now by far the most considerable ; 
and yet, for this form of insurance with which England is 
now concerned, the German experience has far more of 
warning than of encouragement. 

May the English advocates of old age pensions at least 
not imitate the reckless haste with which the German gov- 
ernment hurried, with far too scanty data, from the acci- 
dent insurance to that of old age and invalidity. 


JOHN GRAHAM: BROOKS. 
Bertin, 1892. 











CANTILLON’S PLACE IN ECONOMICS. 


STIMULATED in part by the conscious recognition of the 
principle of evolution, the rapidly extending interest in 
the earlier economic writers is certain to be further de- 
veloped by reprints like those of the hitherto hardly 
accessible Hssai of Cantillon.* An appetite for such 
literature rarely fails to grow by what it feeds on. The 
moment, moreover, is propitious for the revival of these 
old works. On the one hand, M’Culloch’s reprints are 
themselves become “scarce and valuable” in the book 
market, as they were probably intended to be. And, on 
the other, the student of economics is no longer content 
to begin his history of theory with Adam Smith, but is 
fain to hope for a more intelligent appreciation of the 
Wealth of Nations, when he is aware of the relation which 
much of it bears to what had already been written by 
others. 

Among these others, a place of high honor is due to 
Cantillon. He shares, with Adam Smith, Steuart, Mira- 
beau, Quesnay, Petty, Montchrétien, Serra, Sully, the 
dignity of a reputed paternity of economics; and good 
reasons might be given for regarding him as “the father 
of Political Economy,” without putting any very strained 
interpretation upon the phrase. But it is quite hazardous 
enough to make even the limited assertion that a writer 
is the first to offer a certain characteristic or to formulate 
a certain theory,— statements based rather upon what we 


* Essai sur la Nature du Commerce en Général, Londres, 1755. Reprinted, 
Boston, 1892. 

The authorities used in the course of this article without references are 
enumerated in the Economic Journal, London, for June, 1891. A good account 
of Cantillon’s work has been given by M. Espinas, in his commendable little 
Histoire des Doctrines Economiques, Paris, 1891, pp. 179-197. 
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do not know than upon what we do. Looking rather 
at economics as a stream issuing into light from sources 
veiled by the mists of antiquity, we may regard Cantillon 
as an early and important tributary, and consider (I.) the 
influences which affected him, (II.) the nature of his 
own contribution to the main stream, and (III.) the turn 
which he gave to other and later currents of economic 
doctrine. 


I, 


As regards Cantillon’s originality, it is impossible that 
he can have owed anything to works written later than 
1734; for in that year he died. And a reference to the 
year 1780 at page 364 of the Hssai justifies us in assum- 
ing, when allowance has been made for the time spent in 
translation, that the book was not finished long before his 
death. What, then, were the influences which bore upon 
him? The authors whom he names are Cicero, Livy, 
the two Plinys, Petty, D’Avenant, Locke, Halley, King, 
Newton, Vauban, and Boizard.* He refers also to the 
author of an Etat de la France, probably Boulainvilliers,+ 
to the book of Genesis, and to the casuist writers on 
Usury. 

One extrinsic piece of evidence enables us not only to 
name two other works with which he was acquainted, 
but comes nearer than any statement yet published to 
confirm the ascription of the Hssai to Richard Cantillon. 
The necessity of explaining in a law-suit the distinction 
between usury and a profit made by foreign exchanges at 
current market rates induced Cantillon, as he tells a 
friend in a letter, to draw up a memoir on the subject for 
his advocate. Such a memoir is embodied in the “case” 


* Traité des Monnoyes, Paris, 1692. (Later editions in 1711, 1714, and 1723.) 
A practical little book on the working of a mint. 


t Londres, 1727-28, 3 tom. fol. 
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preserved in the Bibliothéque Nationale in Paris, in the 
suit of Carol versus Richard Cantillon (Fm 2740). It is 
evidently from the hand of the author of the Zssai, ex- 
hibits lucidly the nature of the exchanges in almost the 
same words, and appeals for confirmation to Dupuy’s 
Traité de l’Art des Lettres de Change, Savary’s Parfait 
Négociant,* “and all the authors who have treated of this 
subject.” This mode of lumping writers together, with 
the easy confidence of a man who has read them all, is, 
it may be remarked, quite characteristic of Cantillon. 
Compare, for instance, his mention of Petty, Locke, and 
D’Avenant, “and all the other English authors who have 
written anything on this subject.” On the other hand, 
it is inexplicable that a man much interested in the litera- 
ture of his subject should go back to “a little manuscript 
of the year 1685” ¢ for a statement of Petty’s which was 
printed in his Political Anatomy of Ireland in 1691, at 
p- 68. This, too, is the more remarkable because Petty 
was the one writer more than any other whose influence 
is conspicuous in the Hssai. A certain familiarity with 
the Latin writers, suggested in various parts of the book, 
is borne out by Mirabeau’s graphic description of Can- 
tillon in his dressing-gown, discoursing upon the Livy 
which lay upon his desk. 

It is possible, as Jevons suggests, that he had some 
acquaintance with Aristotle; but of this there is no proof. 
Such Aristotelian distinctions as “natural” and “artifi- 
cial” wealth (a distinction, by the way, which Cantillon 
does not employ) were constantly used by seventeenth- 
century writers like Mun, Lewes Roberts, Fortrey, Bar- 
bon, and D’Avenant, without being consciously borrowed 
from the Greek. And the opposition of le fonds et la 
forme, an old colloquialism still constantly heard in 


* Dupuy’s work is bound up (as a supplement) with the fifth edition of the 
Parfait Négociant, Lyon, 1700, 4to. 


t Essai, p. 55. See also pp. 137,153. tPage54. See also p. 173. 
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France, came, there is reason to think, from the formal 
language of the old French law, and not from Aristotle 
direct. Allowing, indeed, for literary influences in the 
air,— the spirit of the age,— we may account as well for 
an Aristotelian as, in a few scattered phrases here and 
there, for a certain Machiavellian ring. 

But, if we do not find in Cantillon that fulness of read- 
ing which is shown by Adam Smith even oftener than his 
acknowledgments allow, we know that he was prepared 
for his task by two excellent teachers, Travel and Trade. 
Of these formative influences, the first operated, with few 
exceptions, upon all the ablest of the old English econo- 
mists,— upon Mun, Petty, Locke, North, Barbon, Law, 
and the rest,— enlarging their horizon much as in modern 
times travel through time by the aid of history has widened 
the view of economists in Germany and elsewhere. Thus, 
too, in his recent inspection of a portion of the library of 
Adam Smith,* who, we know, spent three years abroad, 
Professor Nicholson was much struck by the large num- 
ber of books of travel. Cantillon, according to Mirabeau, 
“had houses in seven of the principal towns of Europe, 
and the slightest point of information to acquire or calcu- 
lation to verify made him cross Europe from one end 
to the other.” Such cosmopolitan experience must have 
greatly assisted an economist in the infancy of the science 
to winnow the local, accidental, and particular from the 
general and “natural” causes of wealth, even if it did 
not afford the advantage of access to the literature of 
trade in other tongues than his own. And Cantillon was 
an observant traveller. ‘In these travels,” says Mirabeau, 
“he reduced everything to precision, got down from his 


* Adam Smith had a decidedly historical turn, The one book which the 
present writer owns with Adam Smith’s book-plate is both historical and geo- 
graphical,—Osorio’s History of the Portuguese during the Reign of Emmanuel, 
containing all their Discoveries, from the Coast of Africk to the Farthest Parts of 
China, . . . with a Description of those Countries, and a Particular Account of the 
Religion, Government, and Customs of the Natives, etc., translated by James 
Gibbs. London, 1752, 2 vols., 8vo. 
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carriage to go and question a laborer in his field, weighed 
the quality of the soil, tried the taste of it, made his notes, 
and a clerk, whom he always took with him, drew up the 
whole account at home in the evening.” The countries 
to which Cantillon refers are England, France, Germany, 
Belgium, Holland, Sweden, Spain, Portugal, Italy, Hun- 
gary, Turkey, Greece, Poland, Russia, Cyprus, Arabia, 
China, Japan, India, Brazil, and America; and his refer- 
ences are often intimate as they are always apt. 

A close connection with trade was equally fortunate 
in the case of a man with Cantillon’s faculty for abstract 
reasoning. A banker, conversant by practice with the 
movements of commerce and the exchanges, he was ad- 
mirably situated for a study of the great economic forces 
which swayed society in its diverse and seemingly eccen- 
tric movements. It was by the aid of qualities which en- 
abled him to see the principles and workings of these 
elemental powers that, like Ricardo in later years, he 
succeeded in the money market. He had probably, too, 
some experience in the silk trade,* possibly even in the 
wine trade. From these three forms of business activity 
his examples are chiefly drawn; though this may be little 
to the purpose in conjecturing his biography, for we know 
that Ricardo, let us say, was not a hatter, fond as he was 
of quoting hats as an example.t Cantillon shows no such 
poverty of illustration. He is always ready to support 
an argument by a cogent fact, in this respect resembling 
Adam Smith as closely as in his laconic style he differs 
from him widely. 

Whether or not Cantillon was a great reader, Mirabeau 
tells us that he wrote a great quantity of valuable works 
which perished with him. The standard of Mirabeau was 


*His cousin, Sir Richard Cantillon, afterwards a banker, was a silk mer- 
chant at Paris in 1694. See Dossier Bleu, 3889, Bibliothéque Nationale, Paris. 


t Marx has said that the English economists turned men into hats, while 
the Germans turned hats into ideas! 
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high in this respect, his own scribbling activity almost 
justifying his boast, “ Had my hand been of bronze, it were 
long since worn out!” But there is little in Cantillon 
which the present writer can identify as derived from his 
predecessors, to none of whom, indeed, does he exhibit a 
very reverential attitude. The remarks upon the advan- 
tages of money hie et nunc over other commodities (pp. 
252, 310) at once call up to the mind the words of Petty 
upon the same subject (e.g., Political Arithmetich, ed. 
1691, pp. 18, 19, 86) ; though comparison shows the great 
advance which Cantillon made upon Petty’s argument, 
and the subtlety of his additions to it (pp. 249-252). So, 
too, the alleged excessive number of priests and of holi- 
days in Catholic countries (p. 125) is reminiscent of 
Petty’s Political Anatomy of Ireland, 1691, where he 
recommends at p. 130 “that the exorbitant Number of 
Popish-priests and Fryars may be reduced to a bare com- 
petency,” and says (p. 118), “ The Irish Papists (besides 
Sundays and the 29 Holidays appointed by the Law) do 

. observe about 24 days more in the Year ... so as 
they have but about 266 working days; whereas Protes- 
tants have in effect 300 working days,— that is 34 days 
more than the Papists, or », part of the whole year.” 
But Law’s writings are not even mentioned by Cantillon, 
although his “System” is referred to in the Hssai; and, 
although the distinction between “value in use” and 
“value in exchange,” with the examples of water and dia- 
monds, which opens the treatise on Money and Trade, was 
considered important enough by Adam Smith to be trans- 
ferred to the pages of The Wealth of Nations (Book I. 
Chap. IV.). The title Hssai sur la Nature du Commerce 
en Général may be compared with the first page of 
Defoe’s Plan of the English Commerce, 1728 (2d edition, 
1730): “Of Trade in General, Chap. I. ... When ’tis par- 
ticular to a Place, ’tis Trade; when general, ‘tis Com- 
merce; when we speak of it as the Effect of Nature, ’tis 
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Product or Produce; when as the Effect of Labour, ’tis 
Manufacture.” The word “Nature” in the title is used 
with intention. “Natural” and “naturally” occur thirty 
times or more in the course of the short Hssai; and we 
have only to think of the titles and the language of 
Graunt’s Natural and Political Observations, or Adam 
Smith’s Inquiry into the Nature and Causes of the Wealth 
of Nations, to recognize that in this respect Cantillon was 
not singular. But his use of “natural” is eminently sci- 
entific, and does not cover a confusion of thought or serve 
as a mere rhetorical trick, as often in the hands of other 
writers. It stands in the Hssai for the inevitable sequence 
of effect upon cause, none the less existent because it may 
in practice be overborne by other forces. A clear concep- 
tion of his title is necessary because he frequently cuts 
short a seductive line of inquiry by the remark, “ But this 
is no part of my subject.” * 


Il. 


We thus come to consider the character and qualities 
of the Hssai itself. To the present writer it appears very 
effectually to “isolate the conception of material wealth,” 
which is often regarded as the distinctive originality of 
Adam Smith, and to differ from any preceding work of 
the kind in thoroughness and system, and especially in 
the unity which it derives from its backbone of a theory 
of value. Its piercing analysis is of such scientific gener- 
ality that, had it been written in Latin by an author 
unknown, doubt might still prevail as to his nationality. 
This is true to some extent of two other able books, the 
Discourses upon Trade of Sir Dudley North, 1691, and 
Barbon’s Discourse of Trade, 1690; but the latter is not 
without a vein of discursive philosophy, and, shorn of 


*See pp. 70, 112, 113, 206, 210, 257, 311, 322, 350, 392. 
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digressions, is not much more considerable in develop- 
ment than the outline which makes -up the former, while 
neither Barbon nor North affects to treat of wages. 
North has, indeed, been the subject of unbounded eulogy 
by those who regard free trade as coincident with eco- 
nomic science, and has been called by M’Culloch “an 
Achilles without a heel”; but, in truth, his order of in- 
tellect, as manifested in this tract, bears about the same 
relation to that of Cantillon as the writings of Bastiat bear 
to those of Cournot. And, if we wish to find the first ad- 
vocate of free trade, we must go much further back than 
two centuries ago. 

The proposition with which Cantillon opens his Essai, 
that man and matter or land and labor are the agents 
of production, is a commonplace of old economics, such as 
Graunt had represented by the jingle “ hands and lands.” 
But it is necessary to emphasize the fact that Cantillon 
holds tightly to this principle throughout, because the 
authority of Daire has been lent to the opinion that the 
phrase in the Maximes Générales of Quesnay, “La terre 
est l’unique source des richesses,” is due to-the influence 
of Cantillon. It is not surprising that, after accepting 
this view, Jevons should write: “ Quesnay .. . attributed 
undue weight to some... remarks of Cantillon, and pro- 
duced an entirely one-sided system of economics, depend- 
ing on land alone. Smith struck off rather on the other 
track, and took ‘the annual labor of every nation’ as the 
fund which supplies it with all the necessaries and con- 
veniences of life.” But we have no direct evidence that 
in either of these cases Cantillon is responsible for the 
faults of others; and, apart from the antecedent improb- 
ability of a borrowing which is really a rejection of his 
view, it is easier to match both these dicta more closely 
by references to other writers. Thus Colmeiro, Biblioteca 
de los Economistas Espafiolas, quotes Centani (e. 1650) 
as saying, “La tierra es la unica y fisica hacienda” 
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(wealth).* And Locke and Galiani anticipated Adam 
Smith in the point under consideration. 

When Cantillon passes from the causes to the measure 
of wealth, he acknowledges the influence of Petty, and 
again has recourse to land and labor, which he attempts 
to reduce to a par or equation, in order that wealth may 
be evaluated in terms of one of these two components. 
Petty’s large experience as a land surveyor must, how- 
ever, have convinced him of the great practical difficulty 
of taking any of the various and variable kinds of land as 
a general measure of value. He shows, therefore, a pref- 
erence for “drudging labor,” or rather its remuneration, 
for this purpose: ¢ “ The day’s food of an adult man at a 
medium, and not the day’s labor, is the common measure 
of Value, and seems to be as regular and constant as the 
value of fine Silver” (Political Anatomy of Ireland, 1691, 
p- 65). “We understand the easiest gotten food of the 
respective Countries of the World, . . . what all Sorts 
and Sizes will eat, so as to Live, Labour, and Generate ” 
(p. 64). Petty further mentions certain articles of food 
as equivalent,— e.g., a pint of oatmeal, a half-pint of rice, 
a quart of milk, a pound of bread, a pound and a quarter 
of “ flesch,”— and goes on to give a very interesting account 
of the food, clothing, and housing of the poorer families 
in Ireland, and the average cost of the separate articles 
consumed (pp. 75-77, 81, 82). Now, Cantillon, as we 
know, bettered this instruction. It appears, from pages 
48-51 of the ZHssai,¢ that the missing Supplement con- 
tained statistics of the annual cost of living (food, cloth- 
ing, etc.), of the peasant in the different countries of “ our 
Europe,” and exhibited great variations of diet, fashion, 


*Cf., too, Asgill, Several Assertions Proved, etc., 1696. ‘‘ All things in 
the world are originally the produce of the ground, and there must all things 
be raised.” 

+C£. Mill, Principles of Political Economy, Book III. chap. xv. § 2. 


t See also pp. 18, 93, and 113. 
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and expense. Even the subsistence of the Iroquois hunter 
and of the Southern Chinaman was compared with that of 
peasants in the county of Middlesex and in the south 
of France. Such a collocation evidently convinced Can- 
tillon * that the real wages of Labor do not constitute a 
good measure of value. He accordingly falls back upon 
land, his other alternative, but significantly concludes, in 
italics, “ Money which, in exchange, finds the proportions 
of values, is the most certain measure for judging of the 
Par between Land and Labour, and the relation of one to 
the other in the different countries where this Par varies 
with the amount of Produce of Land attributed to those 
who work” (p. 54). But the curious italicizing on page 
44 of a passage which seems to be an interpolation raises 
a question whether this, the only other italicized sentence 
in the book, is not inserted by some other hand. At any 
rate, his subsequent practice is not consistent. He some- 
times estimates value in ounces of silver, sometimes in the 
product of so many acres of land “of average European 
goodness.” 

One conspicuous service of Cantillon to science is in- 
dicated by the necessity under which he lay to invent t 
a phrase for what has since been called Normal Value. 
This real or intrinsic value, as he styled it,t is opposed to 
market value, precisely as natural and market value are 
contrasted by Adam Smith and Ricardo, or normal and 
market value by Cairnes and Marshall. The first Can- 
tillon rested § upon cost of production, or “quantity of 
land and labor which enters into its production, regard 
being had to the goodness or product of the land, and to 
the quality of the labor” (p. 36). The second depends 
upon supply and demand, “is sometimes above, some- 
times below, Intrinsic Value, and varies with abundance 
or scarcity according to the consumption” (p. 128). 

Such a conception of intrinsic value, imperfect as we 





*See p. 49. § Pages 36, 127, 357. 





t Page 127. 





t Page 140. 
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may think it, was a striking feat of the imagination early 
in the eighteenth century, when the free play of “ natural 
liberty” had not yet facilitated economic speculation by 
the simplification of hypothesis. The forces modifying at 
every step the production, distribution, and consumption 
of wealth, were so numerous, complicated, and capricious 
that an analysis of “ tendencies” must have appeared to 
many minds neither practicable nor useful. But, in dis- 
cussing the relative value of coin and bullion, Cantillon 
appeals to “the long run” witha quite Ricardian confi- 
dence; and he will admit of no exceptions to his theory 
of value, though it is noteworthy that he always applies 
it with careful regard to the effects of other factors of 
which he was a keen observer. Such factors, e.g., are 
space, time, and custom. 

The English economist, living in a country whose physi- 
cal features are on so small a scale and whose soil is so 
thickly populated, has been peculiarly liable to omit from 
view the economic results of distance from work or dis- 
tance from a market,* and this in spite of the exceptional 
importance attached to the subject by Adam Smith. But 
any one who has climbed the arduous approaches to the 
mountain villages among the olive groves of Northern 
Italy can hardly refuse his sympathy to Cantillon’s a 
priori account of the “natural” formation of villages, due 
to the necessity of proximity to work. Readers of the 
Essai will not need to be reminded of the observations 
upon the marketing of perishable commodities, like fruit, 
vegetables, and fresh eggs, or heavy commodities, like 
timber, or wines coming to Paris from the south of France 
by way of Gibraltar, or bullion from Japan. Compare, 
too, his extension of Locke’s Theory of Value so as to 
include under the term “ market” other and distant places, 


*An example is afforded by the study of railways in their economic 
aspect, with which the American is generally more conversant than the Eng- 
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so far as supply and demand there affect the particular 
place in question. 

The reprint happily makes it unnecessary to quote the 
Essai at length. It is sufficient to instance the examples 
of the villagers who lose their time in going to and return- 
ing from another place, for want of a local tradesman; of 
the artisan whose wages are higher by reason of the time 
spent in apprenticeship; of the rapidity of circulation of 
the currency, and the proportion of bank reserves as re- 
lated to the monetary habits of different classes of the 
community; and of custom in regard to consumption, of 
fashion among the rich (eg., pp. 82-84, 314), and the 
standard of comfort among the poor (p. 45). 

It might, no doubt, be urged on behalf of economists 
who have accepted too literally the sublime exhortation 
of Carlyle to “sweep away the illusion of Time!” (and 
the rest), that by eliminating disturbing elements they 
have purified theory. Nor will it be denied that the com- 
petitive theory is a valuable tool, whose use is the distinc- 
tive feature of the trained economist. But the practice of 
suppressing reference to the disturbing elements is giving 
place to their careful enumeration and estimation, although 
the progress of society has in some respects considerably 
diminished the obstacles to unrestricted competition since 
Cantillon’s time. So far, his book is much more likely 
to be appreciated now than it would have been some years 
ago. And, if the times were not yet ripe for a hypothesis 
of pure competition, he attained scientific exactitude by 
the ingenious device since used by Cournot of starting 
from monopoly (pp. 76, 181) and working down to some- 
thing like the conditions of real life. Of a piece with this 
procedure is his method of approaching the wages question 
in Part I. Chap. XI. Beginning with slave labor, he 
shows that an adult unskilled slave must have allotted to 
him enough produce for his own maintenance and for that 
of a family sufficiently large to replace him as a laborer, 
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regard being had to the rate of mortality. The skilled 
slave will receive more, because it pays to take more care 
of him as a more valuable chattel. The overseers will be 
distinguished “by advantages proportioned to the confi- 
dence and authority which they possess.” Now, “if the 
proprietor employ vassals or free peasants to do his work, 
he will probably keep them a little better than he would 
keep slaves, to an extent determined by the custom of the 
country.” Here Cantillon anticipates the necessary wages 
of the “iron law,” and includes the important corrective 
or explanation of the effect of the standard of comfort. 
Many points of great interest might further be men- 
tioned with regard to his theory of value. But it is need- 
less to extend these random references to the contents of 
the Essai. In originating even so much, Cantillon de- 
rived, as he complains, little help from his English prede- 
cessors, whom he accuses of attending, “ not to causes and 
principles, but only to effects.” It is idle to speculate 
whether this taunt can have fired Adam Smith to under- 
take his inquiry into the nature and causes of wealth; but 
it shows us Cantillon’s own intentions, and to these he 
confined himself strictly. His arguments might often with 
advantage be expanded and his suggestions worked out, 
but there is no irrelevance, no prolixity. ‘He knows so 
well,” says Mirabeau, “whence he starts and whither he 
goes!” And so, as Roscher has stated,* he exhibits in 
great fulness many of the leading features and merits of 
later writers. His was, in truth, a master mind. He 
dared to argue with Newton, and did not get the worst of 
the argument. And he mentions Locke’s views, generally 
to improve upon them and accept them “with a differ- 
ence.” He did not, of course, shake himself entirely free 
from contemporary prejudices. His suspicious anxiety for 
what may be called a balance of nutrition in foreign trade 
smacks of mercantilism in its latest phases, and is of a 


* Geschichte der Nationalikonomie, 1874, p. 481. 
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piece with earlier doctrine. “People and Plenty,” wrote 
Fortrey in England’s Interest and Improvement, 1663, 
“are commonly the begetters the one of the other, if 
rightly ordered,”—a phrase curiously re-echoed in the 
still unpublished article, Hommes, of Quesnay.* And the 
author of Britannia Languens, 1680, devotes ‘a section of 
his work to show that “People and Treasure are the 
Pillars of a Nation.” The wonderfully good chapter on 
Population redeems Cantillon, however, from any charge 
of believing that wealth necessarily followed upon popu- 
lation. Moreover, if his environment betrayed him into 
weakness, it also saved him from some of the pitfalls of 
later writers,—as, for example, from airy assumptions 
about the equality of profits through the “migration 
of capital.” After conducting us, with many concrete ex- 
planations, through the decline and fall of a tradesman’s 
business, he brings us up with his usual formula, that “he 
will cease to carry it on or become bankrupt,”—an alter- | 
native not much contemplated by the Ricardian school. 

As regards the second and third parts of the Lssai, it 
would be interesting to show the advance made by Can- 
tillon upon Briscoe and Asgill, Locke and Law. There is 
some beautiful work in these parts, notably the study of 
the circumstances which stimulate or impede the circula- 
tion of money; but it needs not to be extracted. A quo- 
tation from Jevons is sufficient: “ The second part: . . is 
a complete little treatise on currency, probably more pro- 
found than anything of the same size since published on 
the subject. ... Judged by the knowledge and experience 
of the time, the third part especially is almost beyond 
praise.” This is the verdict of a master, and is thoroughly 
justified by the weight of evidence. 

Before laying down the Zssai, we must lament the 
disappearance of the statistical Supplement. But for the 


* And cf. Fénelon’s Télémaque: ‘‘ The genuine strength and true riches of 
a kingdom consist in the number of people and the plenty of provisions.”’ 
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unhappy accident by which this part of Cantillon’s work 
is lost to us, the development of economics might have been 
considerably modified. The author’s recognition of the 
importance of demand * and consumption is very striking, 
and must have been much re-enforced by the Supplement, 
judging from the glimpses which we get of it in the text. 
Adam Smith, who was one of Cantillon’s readers, iden- 
tified the production of wealth with the “annual produce 
of the land and labor of the country,” and not with the 
yield of taxes to the national exchequer. But he did not 
carry forward the same view into the Consumption of 
Wealth, and concluded his book by considering merely 
“the expenses of the Sovereign or Commonwealth” and 
the means by which they are defrayed; while the expenses 
of social classes, at which Petty and Cantillon had worked, 
were left in the background. From this misfortune, the 
study of consumption is only just beginning to recover. 

Lastly, in addition to his services in threshing out and 
applying a theory of cost value, and in discussing in so 
masterly a fashion the principles of currency, banking, 
credit, and foreign commerce, Cantillon deserves recogni- 
tion for having, as an economist, so sharply dissociated 
himself from political issues. Not even the influence of 
Petty persuaded him to enter upon the subject of Taxa- 
tion (see p. 210), though the effects of taxation upon 
commerce are by no means remote ; and the veriest purist 
among economists does not hesitate to-day, with due cir- 
cumspection, to include Taxation in his province. Never- 
theless, the distinction of economics from politics is a 
great gain for both; and Cantillon acted as a useful pio- 
neer when he drew his firm line between them. 


ITI. 


In considering Cantillon’s originality, it was necessary 
to compare his work with writings which had appeared 


* See, ¢.g., pp. 63-67, 284, 362, 366. 
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before his death in 1784. In examining his influence, 
however, we are confined to writers of a date not earlier 
than 1755, when the Zssai was first published. The man- 
uscript of the Hssai certainly affected the Marquis of 
Mirabeau much earlier. But he retained the manuscript 
jealously in his possession for sixteen out of the twenty- 
one years following its author’s death. He is, therefore, 
probably the only important exception to the statement 
that the influence of Cantillon was not felt until 1755. 
It is a remarkable testimony, not only to the scientific 
value of the Essai, but to the stagnation of economics 
during the period 1734-55, that no part of the work was 
invalidated by this lapse of time, except, perhaps, so far 
as the development of banking had shown some of Cantil- 
lon’s fears of state chicanery to be groundless. Melon’s 
Essai Politique sur le Commerce, 1734, Vanderlint’s 
Money answers All Things, 1734, and Berkeley’s Querist, 
1735, are gauges of the then state of economics as rep- 
resented by its ablest votaries. Yet in 1756 the exordium 
of Another Dissertation on the Mutual Support of Trade 
and Civil Liberty runs as follows: “The author of the 
Reflections upon Learning, complaining of the late won- 
derful enlargements of its Boundaries, with a kind of 
prophetic contempt, supposes it not impossible, but that 
in a short time the World may admit even Trade Papers 
within the circle of Science. The event is at length 
come to pass,’—the University of Cambridge, “the re- 
nowned Mother of Arts and Sciences,” having proposed 
in 1755, under the patronage of Lord Townshend, a re- 
ward of twenty guineas for a Dissertation on the Mutual 
Support and Assistance of Trade and Civil Liberty. 

The year 1755 was remarkable in social science for 
much more than Lord Townshend’s patronage. The 
middle of the century witnessed an awakening of interest 
in economics. Reprints and translations were multiplied. 
The writings of Ustariz and Ulloa were translated from 
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Spanish into French, and those of Ustariz into English 
also. Dangeul and Forbonnais began to write. In France 
the economists were stirring, and the Encyclopédie was 
preparing. Gournay and his disciples were translating 
Culpepper, Child, and Tucker into French. Indeed, the 
identity of the fictitious title-page of Cantillon’s Essai (A 
Londres, chez Fletcher Gyles, dans Holborn, 1755), with 
that of Turgot’s translation of Tucker’s Questions Impor- 
tantes sur le Commerce the same year, at first sight sug- 
gests the possibility that Cantillon was published by the 
Gournay school. But the slovenly inaccuracies of its 
grammar (e.g., le prix et valeur intrinséque) and the numer- 
ous misprints (¢.g., un d un for un & mil at page 35) at 
once make this very doubtful. At Berlin [Paris] appeared 
an edition of Herbert’s Essai sur la Police des Grains. 
In Scotland the Foulis press was reprinting old works like 
Mun’s England’s Treasure by Forraigne Trade and Gee’s 
Trade and Navigation of Great Britain considered. In 
England the Statutes at Large concerning the Provision 
for the Poor were collected together and published. 
Tucker printed his incomplete Elements of Commerce and 
Theory of Taxes, and published his Reflections on the Ex- 
pediency of opening the Trade to Turkey. Petty’s Politi- 
cal Arithmetic and Douglass’s Summary of the British 
Plantations in North America were reprinted in London. 
Hewitt’s Treatise upon Money and Magens’s Essay on In- 
surances and the English translation of his Universal Mer- 
chant bear nearly the same date. And the same year 
which saw the death of Montesquieu and the publication 
of Cantillon’s Essai was marked by Adam Smith’s acces- 
sion to the chair of Moral Philosophy in the University of 
Glasgow. The era of economic activity then commencing 
was.not allowed to die. A succession of numerous and 
able writers exte1.cs thenceforward to the appearance of 
The Wealth of Nations, which opens a new chapter in the 
history of economic science. 
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There can be little doubt that the elder Mirabeau at one 
time intended to touch up Cantillon’s manuscript, which 
he possessed, and publish it as his own. But he aban- 
doned this project for that of avowedly editing the Lesai, 
with a copious commentary. The publication of the text 
in 1755 by another person brought about a new change of 
plan; and ultimately his commentary, completed and en- 
larged, was published in 1756, under the title of L’ Ami 
des Hommes. This work, with its ingenious turns of 
expression, familiar style, and vein of science, had a great 
literary success, at the same time that it attracted the 
serious attention of so solid a critic as Quesnay. It was 
not only in a sense the offspring of Cantillon’s Hssai, but 
called attention to the Hssai in terms of high praise, and 
so must have widely extended Cantillon’s repute. It fur- 
ther laid the foundation of the friendship between Mira- 
beau and Quesnay which resulted in the school or “sect” 
of the Economistes. If Mirabeau’s account of his first 
conversation with Quesnay be accurate, he represented 
himself to Quesnay as a disciple of Cantillon, and was told 
for his pains that his tutor was a fool if he had taught him 
such views as he held. This indicates that Quesnay was, 
as yet, only acquainted with the Hssazi at second hand. 
He quoted it, however, in 1757 in support of his “ funda- 
mental” principles in his article Grains in the Encyclopé- 
die. Gournay, in particular, esteemed it highly. Turgot, 
Morellet, Condillac, Mably, Graslin, Savary, Graumann, 
and Adam Smith, among contemporary writers, mention 
it; Harris and Postlethwayt plagiarized it; and Sir James 
Steuart quotes from a mutilated English translation, 
The Analysis of Trade, by Philip Cantillon, 1759. These 
are distinguished pupils, and the obligations under which 
some of them lay to the Hssai would have entitled it to 
the epigraph,— 

“ Hither, as to their fountain, other stars 

Repair, and in their golden urns draw light.” 
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The debt of Quesnay to Cantillon is not 2 borrowing of 
detail, but an influence of spirit. It was not upon ques- 
tions of grande or petite culture, of oxen or horses, of pro- 
ductive or unproductive labor, that he found help in 
Cantillon, but in the scientific attitude which he adopted 
when he approached the Distribution of Wealth. This 
organization of principle, and analytical habit of mind 
characteristic of the Economistes, constituted their very 
real service to Adam Smith. It is probable that Quesnay 
deduced his produit net and formed the idea of his 
Tableau Oeconomique from Part I. Chap. XII. of Can- 
tillon’s book, in which case Cantillon is certainly the 
Father of Physiocracy. The famous L’Ami des Hommes, 
written under the circumstances already mentioned, of 
course shows the influence of Cantillon throughout; but 
in later years Mirabeau persuaded himself that Cantillon 
was an advocate of large populations as a source of 
wealth, and refers to him in his Philosophie Rurale* with 
amusing pity, as a great genius who had not a good 
grasp of scientific principle. The attribute of Turgot is 
breadth, as that of Quesnay is depth. He had taken all 
learning to be his province, and read much, but quoted 
little. We know, however, from one of his letters that 
he accounted for the eclipse of Melon’s reputation by the 
succession of such luminaries as Montesquieu, Hume, 
Cantillon, Quesnay, Gournay, thus placing Cantillon in 
the first rank.t Condillac paid the Hssai the flattering 
attention of modelling upon it his work Le Commerce et 
le Gouvernement, 1776, in which he gave the Essai great 
praise. Nor were the Economistes alone in this chorus of 
favor. Mably, the brother of Condillac, who proposed 
his “doubts” to the Economistes upon their Ordre No- 
turel, was equally eulogistic. Graslin, reputed (probably 


* Amsterdam, 1764, ii. 141. 
t The truth was, of course, that Cantillon wrote before Melon. 
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without foundation) to have attended Adam Smith’s lect- 
ures at Glasgow, followed suit in his Hssai analytique sur 
la Richesse, 1767 (p. 365). And Adam Smith himself, 
by his reference to Cantillon, has insured him, as Jevons 
says, “a kind of immortality,” though an examination of 
page 49 of the Hssai discredits the criticism which the 
reference contains. The philosopher, who had in his 
Moral Sentiments based virtue upon sympathy, showed 
little of that quality himself in stating the views of others. 
To the passages collected by Jevons as examples of 
Cantillon’s influence upon Adam Smith it would be easy 
to add others. But it must suffice to mention one; and 
this will serve to show the lengths to which a fanciful 
study of “influences” may carry us. The fifteenth chap- 
ter of Part I. will convince any one who reads it that the 
eleventh was not the only chapter studied by Adam 
Smith. Accordingly, we have in Book I. Chap. XI. 
Part I. of The Wealth of Nations the following words, . 
evidently inspired by Cantillon’s fuller statement on the 
subject: “ Men, like all other animals, naturally multiply 
in proportion to the means of their subsistence.” Now, 
this passage is said to have suggested to Malthus the idea 
of his Essay on Population ; and Darwin was led by the 
study of the Hssay on Population “to explain the origin 
of species by a generalization which Malthus had known 
and named, though he did not pursue it beyond man.” * 
We have thus a complete chain from Cantillon, through 
Adam Smith, Malthus, and Darwin, to the present day. 
Malthus was one of the few English economists who 
refused to accept Adam Smith’s account of the French 
school, and studied: their views for himself. Daire, in- 
deed, thinks that Malthus approved what was fundamen- 
tal in them. But there is nothing to show that he was 
acquainted with those parts of their writings in which Can- 
tillon’s principles of population were stated or referred 
to; and he probably never saw Cantillon’s Essai itself. 


*Bonar, Malthus and his Work, 1885, p. 46. 
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Lastly, to turn from this superficial indication of the 
influence of the Essai, what are the reasons which account 
for its falling almost into oblivion for a century, to be 
now revived with fairer prospects of recognition? Its 
scarcity, its difficulty (due to a rare combination of brevity 
with nicety of argument), and its lack of polished style 
or literary graces must have gone far to prevent it from 
becoming popular. There is, however, another reason 
which, to the conscientious student of to-day, gives it a 
perennial charm. As already mentioned, it was equally 
welcomed by the Economistes and by their opponents; 
and, if its general acceptance is not encouraged, neither is 
it discouraged by any recommendation of “isms.” But the 
economists who have made a sound in the world outside 
the narrow circle of scientific discrimination have been, 
not the giants of pure theory, but the advocates of some 
“system,” actual or prospective,—the mercanti! or the 
agricultural, the cosmopolitan or the national system, 
free trade or protection, individualism or socialism, State 
regulation or laissez-faire, bimetallism or monometallism, 
and the like. The neglect of Cournot, even among pro- 
fessed economists of to-day, is a case in point.* 

It is not to be expected that the general reader will 
ever interest himself in Cantillon. It is enough that the 
Essai is now put within the reach of those who have a 
care for the history of economic science, or who find origi- 
nality stimulated by quitting now and then the groove of 
contemporary thought to converse with an able writer of 
an older age. The reprint of 1892, at any rate, realizes 
the author’s possible hope that, in the modest phrase of 
Milton, he “might perhaps leave something so written to 
aftertimes as they should not willingly let it die.” 


Henry Hiees. 


*It is understood that Cournot will be included in a Supplément to the 
Nouveau Dictionnaire d’ Economie Politique, just published. 
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Ir is announced that Harvard University has added to its 
equipment in economics by establishing a professorship of 
Economic History, and that Professor W. J. Ashley, lately of 
Toronto University, has been appointed to the next chair, and 
will enter upon its duties at the opening of the new academic 
year. Professor Ashley’s reputation as a student of the social 
and economic side of medizval history, gained while he was 
a Fellow of Lincoln College, Oxford, had preceded him when 
he came to Toronto four years ago. Since that date, however, 
he has become still more distinctly recognized among Amer- 
ican economists as a successful investigator and authority in a 
field too little cultivated by American scholars; and his acces- . 
sion to the Harvard faculty is regarded therefore as an impor- 
tant extension of the ground covered by the economic depart- 
ment of that university. 


An important addition to the periodical literature of history 
and political science has been made by the establishment of 
the Yale Review, of which the first number appeared in May. 
This review is to be edited by Professors Fisher, Adams, Far- 
nam, and Hadley and by Dr. Schwab of Yale University, is to 
appear quarterly, and promises to be a valuable repository for 
scientific and scholarly investigation, free from party or school. 

In the special field of economics a Journal of Political 
Economy is announced by the new University of Chicago, to 
be edited by Professor Laughlin, and to appear quarterly from 
the autumn of this year. A considerable list of well-known 
writers who are to contribute is presented, and there is every 
indication that the new publication will be a useful ally to the 
present occupants of the economic field. 
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Tue British Association for the Advancement of Science 
will meet this year in Edinburgh, from the 3d to the 10th of 
August. Sir Charles Fremantle, Deputy Master of the Mint, 
will preside over the Economic Section; and, as usual, Ameri- 
can economists who may have crossed the ocean are assured of 
a hearty welcome. It is understood that one day will be de- 
voted to Railways, and one day to questions of Thrift, Char- 
ity Organization, and Pensions. 


Tae American Economic Association holds its fifth 
annual meeting this year on the 23d of August, at Chatauqua. 
The opening address will be made by Vice-President Fol- 
well, and arrangements have been made for three days of active 
and rather varied work, relieved by the recreations for which 
the place offers such ample resources. In the list of subjects 
for papers and discussion it is worthy of notice that one session 
is set apart for “The Farmers’ Movement,” and that the 
greater part of one day is to be devoted to questions of Eco- 
nomic Theory. 


In a letter from Hon. Carroll D. Wright, printed in the 
April number of this Journal (p. 337), reference is made to 
the use of the classified method of stating wages in the Return 
of Rates of Wages in the Minor Textile Industries of the 
United Kingdom. It is interesting to observe that the system 
of classification used in this return in 1890 was used in the 
return for the Principal Textile Trades, published in 1889, 
and also in that for Mines and Quarries, published in 1891. 
Apparently, the whole body of returns, of which these are 
a part, prepared under the order of the House of Commons 
of 1886, are being made on a uniform plan, and are based on 
@ great mass of schedules framed and issued several years ago, 
and now undergoing a rather slow digestion by an inadequate’ 
staff of statisticians. 

The whole undertaking is being carried out in a laboriously 
faithful manner, and, when completed, will give the actual 
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earnings for a fixed date in 1886 of a vast mass of laboring 
men and women, the number returned in the schedules for the 
principal textile industries being rather more than one-fourth 
of the whole number employed. The form to which the 
returns are reduced in the three reports noticed above is the 
same for all occupations, and shows by districts the number in 
each employment and subdivision thereof, with separate tables 
for men, lads and boys, women, and girls, the hours of labor, 
amount paid in wages in 1885, average weekly wages by time 
or piece, and the number receiving within ten per cent. above 
or below the average, the average maximum and the number 
receiving it, and the average minimum and the number receiv- 
ing it. 


Tue Report of the Director of the United States Mint for 
1891 shows that the production both of gold and silver in- 
creased appreciably in that year as compared with 1890. We 
give the figures for these two years, which are definitive for 
the important countries. For the minor countries estimates , 
only could be made for 1891. It is probable that complete 
figures, when obtained, will show a production in 1891 even 
greater than that here provisionally stated. Figures show 
thousands of kilograms. 

















GOLD. i SILVER. 
! 
1890 1891 | 1890 1891 
| 
United States, 49.4 49.9 | 1,695.5 1,814.6 
pS 44.8 47.2 258.2 811.1 
PG Sa + © os 1.1 1.5 | 1,211.6 1,275.3 
Bema, . oc ew we ee 38.3 33.3 | 3.8 18. 
MG soe Bs 4 14.9 21.4 aes yes 
Other countries, 32.8 35.2 1,011.9 1,051.0 
| 
ON 6 x, 4 181.8 188.5 || 4,180.5 4,465.8 














The production of silver in 1891 was the largest ever re- 
corded. The United States, as usual, yielded the greatest 
product of any single country, and contributed the largest 
part of the increase over 1890. The production of gold also 
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was unusually large, greater than in any year in the last two 
decades. We must go back to the years before 1870, when 
the Australian and Californian mines were still fresh, to find 
as large a product of gold as that of 1891. 


In the Jahrbiicher fiir Nationalékonomie Professor Soet- 
beer presents figures as to the general movement of prices in 
the years 1886-90, which supplement the figures given by the 
same writer for the period from 1850 to 1885 in his well- 
known Materials on the Silver Question, published in 1886. 
The index number, representing the general range of prices, 
had been given in the Materials, it will be remembered, on 
the basis of the average (arithmetical mean) of the prices of 
one hundred articles at the free port of Hamburg and of four- 
teen British articles of export, in all one hundred and fourteen 
articles. The figures for 1886-90 apply to the same articles, 
and were procured from the same sources. The figures in the 
Materials have been generally accepted as the most thorough 
and satisfactory application of the index-number method, and 
those now published give valuable evidence as to the trend of 
prices in the immediate past. 

We present the results of the investigation (p. 461), giving 
also, for readier comparison, the index numbers for each year 
since 1870 and for quinquennial periods since 1850. The 
basis, or figure one hundred, represents the average of prices 
for the four years 1847-50, immediately preceding the great 
gold discoveries. The articles are divided into eight groups, 
the character of the articles included in each group being indi- 
cated by the headings to the several columns. 

It will be seen that, on the whole, the tendency to falling 
prices has maintained itself through the last quinquennial 
period, the average for that period being the lowest since the 
middle of the century. The lowest point in any one year 
was reached in 1887, for which the index number is 102.02; 
while 1888 shows practically the same figure, 102.04. In 
1889 and 1890 there was a reaction, the general average 
showing a distinct rise over the years immediately preceding. 
Examining the several groups, that rise is found to have taken 
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1847-1850 | 100.00 | 100.00 | 100.00 | 100.00 | 100.00 | 100.00 | 100.00 | 100.00 || 100.00 





— 130.77 | 160.65 | 134.41 | 119.91 | 81.55 91.11 | 108.28 || 117.68 
ear 
1886 101.31 | 133.53 | 122.44 | 115.45 | 70.52 | 89.76 | 78.75 | 97.03 || 103.99 
1887 121.81 | 116.59 | 72, 81.42 | 77.30 | 95.98 || 102. 
1 98.18 | 128.97 | 120.09 | 116.41 | 75.57 7| 74.31 | 94.91 || 102.04 
1889 130.95 | 127.57 | 118.82 78. 86.41 | 96.60 || 106.13 
‘i 1890 107.53 | 129.85 | 138.61 | 119.35 | 83.54] 81.92 91.70 | 94.96 || 108.13 
verage 
1 101.06 | 130.41 | 126.08 | 117.32 | 76.12 | 84.86 81.70 | 95.90 || 104.41 



































place chiefly in the first and fourth groups,— agricultural and 
mineral products; and it is not improbably due to temporary 
causes in both cases. 

The most striking exception to the general tendency is still 
seen in the group of southern and tropical products. Of these 
two, the southern group is the less significant, comprehending, 
as it does, only seven articles, some of them of no great im- 
portance, like prunes and almonds, and some subject to 
exceptional conditions, like champagne. The tropical group, 
comprehending a large number of weighty articles, such as 
tea, coffee, cocoa, rice, tobacco, indigo, presents a more 
important case. The prices of the articles in this group have 
shown no tendency to fall in the last ten years, the phenome- 
non being a continuation of that to which Cairnes called atten- 
tion in his essays on the effects of the gold discoveries. It 
is confirmed by the general evidence which comes from other 
sources as to the tendency to a rise in prices and in money 
incomes in tropical countries, more particularly in the east, 
and shows that the steady flow of specie in that direction, 
inert and unresponsive as the character of the circulating 
medium may be, yet has its effect in the long run on prices 
and the value of money. 























462 QUARTERLY JOURNAL OF ECONOMICS 





GERMAN LABOR COLONIES. 


An experiment in practical philanthropy while in process of 
development is seldom studied with so much scientific care as 
is that of the German labor colonies. A tolerably complete 
account of these experiments on behalf of the unemployed has 
already been given in this Journal, and it is only necessary 
here to indicate the main features of their recent history. 
The materials for this supplementary note are at hand in the 
recent numbers of the organ of the associated colonies, Die 
Arbeiter-Kolonie, and especially in Dr. Berthold’s admirable 
statistical study of the work and its results.* 

It is a common vice of the statistics given out by charitable 
associations that they simply inform us as to the amount of 
relief and the number of instances in which it is given, but 
not as to the number of different persons aided through a 
series of years, or as to the specific character of the bene- 
ficiaries. This is especially true of work for the homeless poor ; 
and it is therefore fortunate that the German colonies, on Dr. 
Berthold’s suggestion, have adopted a system of sociological 
book-keeping that gives us an unusually clear insight into the 
character of the work and the extent and tendency of its influ- 
ence. When a man is admitted, the superintendent of the 
colony to which he has applied makes out a card on which 
certain specified facts regarding himself and his previous his- 
tory are recorded. These cards are eventually sent to the 
central authorities, and the facts recorded on them give the 
material with which Dr. Berthold works. 

The first task is to bring together the cards sent in from 
different colonies, or from the same colony at different times, 
which relate to the same man. The result of this initial oper- 
ation is to show that nearly one-fourth of the admissions are 
readmissions. There are now 24 of these colonies, having 
accommodations for something more than 2,800 men. Bert- 

*G. Berthold, Statistik der deutschen Arbeiter-Kolonien filr 1887-89. Mit 


Riickblicken auf die Entwickelung und Bedeutung derselben seit 1882, auf Grund 
der offietellen Zihikarten. Berlin, 1891. 8vo. pp. 150. 
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hold’s latest tables are for the two years ending March 381, 
1889. During this time 20 colonies were in operation, to 
which there were 13,575 admissions; but, by excluding the 
repeated names, it is found that only 10,403 different men 
were thus aided. 

This fact indicates at once that the colonies are not serving - 
the class for the benefit of which they were instituted. It was 
originally thought that they would afford an opportunity to 
unemployed but willing and capable men, to earn a living and 
a respectable outfit of clothes preparatory to obtaining some 
permanent position in the regular industries of the time. The 
matter of entrance and departure was accordingly left very 
much as the individual beneficiary desired to arrange it. The 
large proportion of readmissions indicates that this freedom is 
being abused by habitual vagabonds. 

This conclusion is confirmed by a further study of the in- 
mates. The applicants are for the most part industrially 
worthless or of little value. Three-fourths of them have 
already been in correctional institutions. A considerable num-_ 
ber are advanced in years, few have thoroughly learned any 
trade, and many, while willing to work for a time, will not 
work steadily when subjected to the temptations of ordinary 
life. Of the 10,403 persons admitted during the two years, 
the facts regarding precedent imprisonments were obtained in 
10,087 cases. The following condensed table arranges these 
facts according to the number of times each person was ad- 
mitted to the colonies : — 











y, Had been in a Cor- 
Times admit. | Never in a Correc- | “‘rectional Institu- | Total of Different 
ted to the tional Institution. 
tion one or more Persons. 
Colonies. (Per Cent.) times, (Per Cent.) 
1 27.2 72.8 6,013 
2 17.7 82.3 2,142 
3 17.2 82.8 985 
4 14.7 85.3 462 
5 16.4 83.6 231 
6 15.3 | 84.7 118 
7 8.9 91.1 56 
8 25.0 75.0 12 
9 _- } 100.0 9 
10 25.0 | 75.0 4 
11 a | 100.0 4 
12 =_ | 100.0 1 
All persons 23.1 | 76.9 10,037 
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The proportion of criminals and misdemeanants here shown is 
about the same as that given in tables previously published. 

A review of the reasons of departure of those leaving the 
colonies for a series of years does not show a satisfactory 
tendency. Of those leaving all, the colonies in 1885-86, work 
was found for 27.4; 1886-87, 24.7; 1887-89, 20.8. On the 
other hand there was a proportional increase in the number 
of those who left at their own request, almost all of whom 
returned to a life of vagabondage. The percentages of this 
class for the same periods were as follows: 54.1, 57.8, 60.4. 
The proportion of those who left on account of drunkenness, 
laziness, or bad conduct, is nearly constant for the three pe- 
riods. Of the 11,849 departures from the colonies, 913, or 7.7 
per cent., took place within seven days after admission. It is 
further shown that the demand for admission increases faster 
than the number of places available : — 











| 
Applicants re- |Applicants re-| . 
No. of Applicants A Places 
Year. ‘used admis- used because Fi 

Colonies. admitted. sion. of lack of room. available 

1888 20 5,802 1,691 2,312 

1889 21 6,594 2,252 1,054 2,477 

1890 21 6,962 4,690 3,558 2,603 














This rapid increase in the number of applicants for whom 
places could not be provided, together with the large number 
of readmissions and the unsatisfactory showing as to the 
causes of departure, seems to indicate that the colonies are 
training a class of men to accept the conditions of colony life 
as a permanent thing. The labor test is not sufficiently deter- 
rent, but with intervals of wandering freedom and probable 
debauch these “colony bummers” are willing to spend their 
lives in the various colonies. The last twenty-five pages of 
Berthold’s work are taken up with detailed accounts of the 
movements of a large number of individuals of this class. 

Dr. Berthold suggests that there ought to be a minimum 
period of detention for all admitted, that readmissions should 
be made progressively difficult, that greater efforts should be 
put forth to find work for all leaving the colonies, and that 
some system of friendly supervision for ex-colonists should be 


provided. 
A. G. WaRNER. 
WASHINGTON, D.C. 
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OFFICIAL RETURNS OF GOLD SHIPMENTS, 


The question has been raised, not only in this country, but 
in several European countries, as to whether customs statistics 
record with accuracy the movements of the precious metals ; 
and, when investigation has been made, confidence in such 
figures has been weakened rather than strengthened. Soetbeer 
gives in his Materialien the result of an examination made by 
Ferraris into the accuracy of the Italian customs returns for 
1884, from which it appears that, while the official statement 
for that year showed an export of only 31 million francs, data 
secured from other sources showed an export of 47 millions. 
His investigation was followed up during the next two years, 
and the result was given by Professor Ferraris in a paper read 
before the International Statistical Institute in 1887.* The 
figures collected from the railway and steamship companies 
and from the banks in 1885 showed that the imports for that 
year were 15% and the exports 38% greater than the amounts ° 
returned by the custom-houses. In 1886 the excess of imports 
over the returns from the custom-houses was only 7%, but in 
the case of exports it was 82%. From this it is easy to see 
why Ferraris so thoroughly distrusted the custom-house sta- 
tistics for the movement of the precious metals. 

Soetbeer undertook to test the accuracy of the official statis- 
tics by comparing the returns made in different countries for 
the same. movement. Any movement between France and 
England, for example, should be recorded in each country, as 
an export in one and an import in the other, or vice versa ; 
and, if accurate, the accounts would balance. Such a com- 
parison between the French and the English statistics for the 
fourteen years from 1871 to 1884 showed an average yearly 
discrepancy of 25 million francs in the current towards France 
and one of 44 millions in the movement towards England, the 
greatest discrepancy for any single year being 88 million 
francs. These “enormous discrepancies” are not accounted 
for, and point to mistakes, perhaps, on both sides of the Chan- 


* Bulletin de U’ Institut Internationale de Statistique, tome ii. 240, 245. 
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nel.* A comparison of the English and American statistics 
for the same period showed a much closer correspondence, 
and led Soetbeer to regard the statistics for these two coun- 
tries as “approximately accurate.” 

The Director of the Mint, however, in his report for 1885 
questions very seriously the accuracy of our own statistics, 
saying that there is much reason to believe that a great deal of 
gold is brought into the country of which no account is taken 
at the custom-houses. He cites, as an example, the fact that, 
though the total import of gold bullion for 1884, through the 
custom-houses was only $8,800,000, there was deposited at 
the mints and assay offices during the same time $11,200,000, 
or $2,500,000 more than the custom-house figures showed as 
arriving. The doubt thrown on the accuracy of our custom- 
house statistics has led the writer to make a comparison 
of the American accounts which record the movement of 
gold between this country and England with the English 
accounts recording the same movement. The comparison, 
which covers the five years from January, 1887, to Decem- 
ber, 1891, inclusive, is shown in the table on pages 468, 469. 

The comparison has been made with the English statistics, 
because it is with England that the United States have the 
heaviest dealings in gold; the English accounts are kept in 
such a way as to make the comparison easy; the connection 
of the two countries by steamer reduces the error arising from 
shipments being on the way to a minimum; and monthly 
returns of imports and exports by countries are given on each 
side. We should therefore expect to see an export from the 
United States appear a few days later in the English account 
as an import and an export from England appear in the 
American account a few days later as an import. 

In the outward current shown in the first two columns this 
expectation is only partially realized. Close agreements are 
very rare; but the irregularities are not great, and can 
usually be accounted for by carrying them forward to the 


*For statements of profound distrust of the English and French returns, see 
also an article by M. de Foville in Bulletin de la Société de Statistique de Paris 
for November, 1891, p. 363 ; and a letter by Messrs. J. B. Martin and R. H. I. Pal- 
grave in the Economist, January 23, 1892. 
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next month. This cannot always be done, however, nor do 
errors balance each other even for considerable periods; and 
heuce we find a difference in the accounts for the five years 
of $2,636,000, the excess being on the side of the American 
figures. This discrepancy can be traced, however, to half a 
dozen of the principal movements. Take, for example, the 
export which began in the latter part of May, 1888, and ended 
in June. Our figures show that $3,306,000 was shipped, 
while the English figures show the receipt of $24,000 less, or 
$3,282,000. In July another distinct movement took place, in 
which $197,000 is lost sight of. The heavier shipments of 
October, November, and December, show a closer agreement, 
there being a difference of only $70,530 for the three months. 
From January, 1889, to August, the export is continuously 
heavy, amounting to $12,094,000. The English accounts show 
the receipt of $1,150,000 less. The October movement shows 
another loss of $56,000. In July and August, 1890, there is a 
practical agreement in a movement of $12,500,000, the slight 
discrepancy of $4,701 being on the side of the English figures, 
In April, 1891, another strong current sets in, continuing until * 
August, carrying over $38,112,000, according to our statistics, 
but $1,078,000 less, according to the British. The discrepan- 
cies in the accounts for these heavy movements almost make 
up the difference in the accounts for the whole period. 

The figures showing the inward current are not so satisfac- 
tory. The movement for the whole period is light and irreg- 
ular, except for the last six months of 1887 and the last six of 
1891; and little resemblance can be seen between the two 
records. Exports are frequently made for which there are no 
corresponding import; and, in a few instances, our accounts 
show imports of which there is no record on the other side. 
From June to October, 1887, the English statistics show that 
over $8,000,000 was sent to the United States, while our sta- 
tistics show the arrival of less than $4,000,000. In December 
there is another loss of $5,000, making for the six months a 
discrepancy of $4,240,000. A remarkable discrepancy is also 
found in the figures for December, 1890, where the export 
from England was $4,779,000, and our import $2,589,000; and, 
again, in the last six months of 1891, when there is a differ- 
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NOTE. 


The following table is made up from the monthly Summary Statement 
of the Exports and Imports of the United States and the monthly Trade and 
Navigation Accounts of the United Kingdom. 

The British documents for 1891 not being at hand, the English figures for 
that year were obtained from the ‘‘ Trade Supplement ’’ published monthly by 
the Economist. In the first two columns the eastward current is shown, the 
American exports and the British imports being placed side by side, the dis- 
crepancies at intervals set down in the third column, and the plus or minus 
sign showing the excess or deficit, as the case may be, in the American figures. 
In the next three columns a similar arrangement is made for the westward cur- 
rent. An effort is made to follow as closely as possible the distinct movements 
of export or import; and these are grouped without regard to fiscal or calen- 
dar years, and the total of each movement is set down in italics. In the foot- 
ings, of course, the amounts in italics are not included. The figures in brackets 
for January, 1887, show the close of a movement begun some months before, 
and, having no bearing on the period considered, are omitted from the footings. 









































|AmER, F1G’s.|EnG. F1c’s,| Difference | 4 wer, Fi10’s,|ENG. Fic’s,| Difference 
yo Imports fr. — Imports fr. | Imports to | — 
Un. Kingd’m./Un. States.) “4 or_—,  |Un. <ingd’m./Un. States.| “4 or — 
1887 | 
Jan. $37,288 $681 | $ ($1,578,154) | [$340,655] | § 
Feb. 26,270 21,057 -- | -- | 
Mar. 5,225 20,740 -- = 
Apr. 6,325 25,261 -- | 4382 | 43,842 
May 14,532 15,670 tm [ae | 
June 2,400 1,654 - - | 100,250 
July 1,600 15,182 599,597 1,206,892 
Aug. 32,580 31,452 827,306 3,386,814 
Sept. 3,300 10,458 1,205,956 2,410,620 | 
t. 6,550 21,826 1,137,373 | 900,447 _| 
3,770,232 | 8,005,023 | — 4,234,791 
Nov. 9,209 9,285 2,758 | 3,163 | — 405 
Dec. 7,700 6,837 170,328 | 175,072 | — 4,744 
| 
1888 | 
Jan. 9,700 5.815 6,312 4,083 | 
Feb 37,061 14,365 -- 7,299 
Mar. 14,200 16,531 -- 5,377 
Apr. 3,100 14,720 ing aa 
217,040 231,534 — 14,494 
May |" 9,901,304 | 1,247,288 an oe 
June 4, 2,034,932 -- 1,323 
3,306,244 | 3,282,220 + 24,024 
July 3,478,416 2,930,464 — 
Aug. 60, 410,301 ~~ 
3,538,683 | 3,340,765| + 197,918 | 
Sept. 3,000 5,522 — 2,522 -- -- 
Oct. 520,890 510,510 -- -- 
Nov. 1,558,977 4,210 o- 1,114 
Dec. 2,267,057 8,761,674 -- -- 
4,346,924 | 4,276,394 + 70,630 
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|AmER. Fre’s.|ENG. Fro’s,| Difference [ayer F1c’s.|ENG. me Difference 
~~ ports to | Imports fr ay eee Imports fr. [amports to | to| Dy which 
<ingd’m.|Un, States. = |Un. <ingd’m.|Un. States. | - — 
1889 
Jan. $501,739 $13,480 $ | $ -- $-- § 
Feb. 518,157 505,302 ae a 
Mar. 2,682,770 1,885,325 -- 
Apr. 1,431,929 1,491,159 164,050 -- 
ay 5,680,912 3,214, — 
June} 1,266,784 3,319,013 206,778 -- 
July 12,653 515,780 -- 
12,094,944 | 10,944,893 | +- 1,150,051 
Aug. 2,850 11,933 73 -- 
Sept. 2,000 2,857 am bs 
4,850 14,790 — 9,940 
Oct. 1,582,721 1,516,104 a ‘a 
Nov. 3,600 13,899 96,500 -- 
1,586,321 | 1,530,003 + 56,318 
Dec. 11,307 12,093 — 50,125 
1890 
Jan. 26,718 29,792 52,314 52,315 
Feb. 11,528 2,190 550 -- 
Mar. 12,433 21,271 150,032 53,532 
Apr. 7,881 2,385 1,530 - - 
ay 10,003 7.719 4,867 4,866 
June 23,227 10,799 19,466 19,464 
103,097 86,249 + 16,848 
July |~ 10,692,290 995,758 4,867 7,689 
Aug. 1,780,383 11,481,616 6,263 
12,472,673 | 12.477,374 — 4,701 706,339 213,420 + 492,919 
Sept 14,686 910 =a xs 
Oct. 50,843 14,025 cca eer 
Nov. 17,034 16,106 “SS a 
Dec. 29,374 42,382 2,588,998 | 4,778,903 | — 2,189,910 
1891 
Jan. 62,422 51,877 — 210,660 — 210,660 
Feb. 14,327 45,005 | <s, (ee 
Mar. 94,107 88,752 -<« -- 
282,793 259,057 + 23,736 
Apr. 1,483,440 1,679 ass wim 
May | 24)473,405 | 15,295,745 oF 4,866 — 4,866 
June} 9,489,267 | 17,339,147 — ree i aga 
July | 2,652,115 3)865,237 267,658 574,490 — 306,832 
Aug. 14,519 533,071 = 4 -- 
38,112,746 | 37,034,879 | + 1,077,867 
Sept. 79,165 33 088 339,825 | 3,844,535 
Oct. 26,572 21,982 7,876,528 | 6,729,396 
Nov. 36,308 40,611 3,032,551 2,712,343 
Des. 38,630 34,489 1,241,996 _|_1,881,474 
180,675 130,170 | + 50,505 | 12,490,830 | 14,617,748 | — 2,126,918 
Total | $76,249,990 873,018,860] +- 82,685,040 $19,997,188 $28,087,187/ — 98,690,000 
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ence of $2,434,000, very little of which is made up in January, 
1892, the import for the month being only $28,000. The ex- 
cesses, all on the side of the English exports, amount to more 
than $8,600,000,— a very large discrepancy indeed in a ship- 
ment of only $28,600,000. 

It is difficult to say whether the British or American figures 
are the more trustworthy. We might expect, in view of the 
closer inspection exercised over all imports, to find the sta- 
tistics for the imports of each country more complete than 
those for the exports; and especially should we expect to find 
this in the case of a commodity like gold, which there is no 
inducement for smuggling. But, strangely enough, it is the 
exports which in each country show the excess over the im- 
ports in the other. 

The opinion has prevailed for several years that the esti- 
mates of the stock of gold in the United States are too high, 
and the custom-house accounts have been suspected of con- 
tributing part of the error. It will be seen from the com- 
parison made that the English accounts do not help to clear 
up the difficulty of the suspected exaggeration. Indeed, they 
only make the difficulty greater. By the American accounts 
our net export to England for the five years was $56,253,000 ; 
while the British statistics would make our net exports —i.e., 
the net import of England — only $45,000,000. According to 
the British statistics, that is, there is $11,200,000 more than 
our own figures show remaining in the United States. 

The Director of the Mint, in making up his yearly estimate 
of gold in circulation, relies on the custom-house returns only 
for the amount of United States coin imported. The English 
documents do not afford any means of making a comparison 
of the accounts for this item; but for the last five years only 
about 138% of the total import and about 7% of the total 
export (excluding the export for 1891, where an unusual pro- 
portion of coin—77 per cent.— was sent out) consisted of 
domestic coin. Supposing, then, the rate of discrepancy to be 
the same for United States coin as for the total movement, the 
difference would be insignificant, so far as the Director’s esti- 
mate is concerned, whether the American or the English 
figures are taken. 





— - 


























NOTES AND MEMORANDA 471 


The comparison, therefore, though it does not show so close 
a correspondence of accounts as one would expect to find for a 
commodity the movements of which there are no assignable 
reasons for concealing, does not show wide enough discrepan- 
cies to affect very materially the estimates of the stock of gold 


in the country. 
G. O. Virtue. 


ACCOUNTS OF THE FIRST BANK OF THE 
UNITED STATES, 

The first Bank of the United States was obliged by its 
charter to report its condition to the Treasury Department 
as often as required, not exceeding once a week. It is well 
known that Mr. J. J. Knox, when Comptroller of the Cur- 
rency, found that the existing records do not show that any 
formal reports were ever made. Two balanced statements 
were given to Congress by Mr. Gallatin, one in March, 1809, 
and the other in January, 1811; and it has sometimes been 
assumed that these were the only reports ever made. 

That Mr. Knox’s search in the Treasury Department 
brought no reports to light proves but little. The Treasury 
Department, it will be recollected, was burned when Washing- 
ton was occupied by the British forces in August, 1814; and 
it was burned again in March, 1833. The official statements 
made to Congress as to the documents and books lost and 
saved on these two occasions raise a presumption that any 
such reports, if in existence at the time of either conflagration, 
would not have been among the papers saved, the effort being 
made in both cases to save primarily what was needed for the 
current public service. The failure, therefore, to discover at 
the present time a set of papers, which even in 1814 had only 
an historical value, cannot be regarded, under the circum- 
stances, as having any weight. 

There are, however, many pieces of evidence scattered in 
the public documents tending to show that the bank was re- 
quired by the Treasury Department to make frequent report 
of its condition, and that it did so in obedience to the law. 
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The most complete account which we have is that which 
was sent to the House in January, 1811, as above stated, and 
is given in State Papers on Finance, Vol. II., page 468. This 
statement, made in much detail, is said by Mr. Gallatin in the 
letter communicating it to be “extracted from the latest 
returns received at this office from the bank.” It was then 
one of a series. The return of 1809 above referred to, printed 
ibid., page 352, although a balanced account, is given in round 
numbers and has been stigmatized as an account “trumped 
up”; but Mr. Gallatin’s letter transmitting it states expressly 
that the amount of the principal items “is taken on a me- 
dium,”—that is, it is an averaged account, and no more 
“trumped up” than the averaged accounts now published 
weekly by the clearing-house. Mr. Gallatin’s language shows 
that he preferred to give an averaged account, because it better 
represented the ordinary condition of the bank than the actual 
figures at the date of his report; and, as the question before 
Congress related to a renewal of the charter, it was the ordinary 
condition of the bank which Congress most needed to under- 
stand. For the present purpose, however, the important point 
is that, in making a statement “taken on a medium,” Mr. 
Gallatin probably had before him the various detailed state- 
ments of which this medium is the average. In one other 
instance we have direct evidence that an account of the bank 
was in possession of the government. In Gallatin’s Writings, 
Vol. I., page 59, Jefferson writes to Gallatin, November 11, 
1801, giving a comparative table of certain items in the ac- 
counts of the Bank of the United States and of banks in sev- 
eral of the principal cities. If we take the items relating to 
the Bank of the United States and arrange them in their 
proper form, we find that they make up an account as 
follows : — 


Liabilities. Resources. 
Capital, . . . . . $10,000,000 Discounts, . . . . $12,150,000 
Undivided Profits,. . 40,000 Six percent. and ad- 
is ¢ - +» « 5,200,000 vance to gov’t, . . 5,460,000 
Deposits, Due from banks, . . 1,450,000 
Government,. . . 3,560,000 Specie, . ; 5,000,000 
Individual, . . . 5,240,000 





$24,040,000 $24,060,000 








-~ 
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It is sufficiently evident that Jefferson in this case had a bal- 
anced account of the bank which he simplified by throwing 
off the thousands, this process causing the discrepancy which 
appears in the totals of debit and credit. 

Besides these references to other statements than those now 
known to exist, there are numerous significant allusions to be 
found in Gallatin’s correspondence and in the debates in Con- 
gress upon the proposed renewal of the charter. Thus, in Gal- 
latin’s Writings, Vol. I., page 80, we have Gallatin in June, 
1802, comparing the condition of the Bank of Pennsylvania 
with that of the Bank of the United States. To cite only one 
passage from the debates, we find Mr. Finley, on April 30, 
1810, saying in the course of his speech that “the Secretary 
of the Treasury has, for the time being, had authority by law 
to inspect the directors of the bank, and did do it, and ob- 
tained weekly returns of its situation.” In Gallatin’s com- 
munication to the House, January 10, 1811, in State Papers 
on Finance, Vol. II., page 460, there are significant references 
to “the returns made to the Treasury,” and “the official state- 
ments transmitted in conformity with... the charter,” and 
the like. And in Mr. Gallatin’s well-known Considerations 
on the Currency and Banking System, published in 1831, we 
find him making a general statement as to the proportion 
which the loans made and stocks owned by the bank bore to 
its capital for the whole of its existence,— a statement which 
a man of his caution never made without full documentary 
evidence. In short, there is ample reason to believe that, 
when the stockholders declared in their petition for a renewal 
of the charter, in April, 1808, “that the confidence of the 
government [was] founded upon a constant knowledge of the 
interior management and condition of the bank,” they told 
the truth. Indeed, it is inconceivable that they should have 
made this statement to a Congress in which their opponents 
had the majority, if there had been any possibility of a denial. 

That the accounts given to the Treasury Department were 
not made public, as they would be in our own day, is not sur- 
prising, when we see the different view then commonly held as 
to giving publicity to such statements. For example, in Jeffer- 
son’s letter of November, 1801, referred to above, it will be 
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observed that he suggests that statements from the State 
banks should be generalized, and the total of the yearly aver- 
age should be presented to Congress. “It would give us,” he 
says, “the benefit of their and of the public observations, and 
betray no secret as to any particular bank.” And it will be 
recollected that at that period the Bank of England, on which 
the Bank of the United States was closely modelled, made no 
publication of its accounts, and that it was not until 1834 that 
even a quarterly statement was required to be made. In the 
earlier part of the century the public could learn nothing as to 
the condition of the bank, except the selected facts cautiously 
given out in Parliamentary investigations. Mr. Tooke, in his 
evidence before the committee of 1832, in Parliamentary 
Documents, 1831-32, Vol. VI., described the accounts thus 
given of the cash held by the bank at some critical periods as 
“mystical”; and some important witnesses, even in 1832, 
maintained that to give the bank accounts to the public, espe- 
cially to state the amount of bullion held, might be a mischiev- 
ous practice. It is not surprising, then, that the accounts of 
the first Bank of the United States down to 1811 were regarded 
as confidential. That under the seal of confidence they were 
regularly made, from an early period and probably for the 
whole of the bank’s existence, seems to be more than probable. 


D. 


MINER’S LIFE IN THE GERMAN HARZ. 


Perhaps no page of industrial history is more tragic than 
that which tells the story of the miner’s life. This element 
is frequent enough in the record of the Harz Mountain, now 
covering between five and six centuries; yet the pleasanter 
and more hopeful features are quite as prominent. Romance, 
song, and legend are such large part of this record as to give 
it much epic character. The great changes from patriarchal 
to modern business methods are so recent that the old miner 
knows and cares more about the past ways than about the 
present. In every little mining town and valley traditions 
that have their roots in the thirteenth, fourteenth, and fif- 
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teenth centuries still form a part of the living speech, cus- 
tom, and habit of life. Many of the severer economic ques- 
tions, too, which we usually connect with modern days, appear 
on records that are generations old. Settlement of disputes, 
hours of labor, truck system, benefit societies, strikes in almost 
every form, are part and parcel of the questions discussed in 
this history. Eight hours daily are not infrequent, oftener 
ten, but rarely more than twelve. Before the time of Luther, 
by the free action of the miners, societies for common insur- 
ance against accidents were formed, in which are found 
almost every distinctive feature of the recent state insurance 
against accidents. Exigencies compelled the co-operation of 
the employers. Members contributed also to a sick fund, 
which gave the sick several weeks’ pay, with medical care and 
appliances. The trade association became more and more a 
part of these societies, as there is also a constant tendency of 
the commune or state to extend its oversight and control. 
There is a very real sense in which it may be said that the 
modern compulsory state insurance is only a development 
of what we find in vigorous activity among these miners in 
the sixteenth century. 

The abuses of the truck system seem here to have been 
prevented very early. That there were evils is shown by the 
regulations of the sixteenth century, when provision was 
made that cash should be paid for labor. Careful rules are 
laid down as to quality and prices of goods; and certain 
classes of employers, whose private interest would thereby be 
too directly affected, are prohibited from selling wares to 
their laborers. In five mining centres I could learn of no 
present abuses of the truck system, nor did the old men with 
whom I talked know of any. 

The evils of “child labor” seem at no time to have been 
great. Of the ghastly history of woman’s labor in English 
mines there is scarcely a trace. From earliest times there was 
clearly a strong feeling against women working underground. 
It was a “question ” two and a half centuries ago to what 
extent they should help in the less severe labor during periods 
of great activity. There are now nearly 5,000 miners (a pop- 
ulation of some 28,000) in the Upper Harz; and an insignifi- 
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cant number of children under fourteen years of age could be 
found doing even light work. 

The rank evils of “underletting” in the homes of the 
‘laborers are also almost wholly absent. It is very common 
for the miner to own his house, with a bit of land, though 
rare to find such wholly free from mortgage. There are 
meadow rights on which the cow is kept. In the Clausthal 
nearly three hundred cows belong to miners. Goats, pigs, and 
geese also are kept. 

It is natural to connect these favoring conditions with a 
certain cheerful vigor and independence both in the men and 
women. Marriages are early. The death-rate is relatively 
low. The dwellings are singularly clean, which may in part, 
perhaps, account for the very common habit of spending the 
hour before bed at home rather than in the beer quarter. 
Until the present generation the sheer force of custom was so 
powerful as to hold wages above the influence of supply and 
demand of labor. There seem to have been several periods 
when far more men were attracted to these regions than could 
be supplied with work, and yet with no apparent tendency to 
lower the prevailing wages. The great modern changes that 
began by the introduction of the general Prussian mining 
laws of 1865 had to reckon at every step with these tenacious 
habits, bred by generations of patriarchal industry. It was a 
dramatic struggle between narrow local and large general 
interests. Why should the rich benefit societies of the 
Clausthal water their stock only to the advantage of the 
poorer societies on the other side of the Brocken? The 
legal exigencies—the exigencies of commerce in an ever- 
widening market— made a larger unity of procedure and 
administration daily more necessary both to the corporations 
and to the government; but the compact mining groups, with 
immediate and sharply defined interests, could but slowly 
learn the dialect of the new ethics. The new legislation had 
to be carried, and forced in many instances with a high hand; 
and even now the older miners sigh for the times when they 
could see “ what we got for our money.” 

In the question of wages we meet the chief difficulty. I 
asked a large number of men what the daily pay was, and the 
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usual answer of the more skilled of the four classes was an 
amount that would average nearly 62} cents for full working 
days. If, however, the holidays and other leisure time were 
eliminated, I found no man whose yearly wages reached 750 
marks, roundly $188. If the general mass of labor were taken, 
such yearly average would hardly rise above $160. In one 
home such careful record was kept as enabled me to copy the 
expenses of the family (5 persons) for an average day’s rations. 


Vegetables (potatoes, cabbages, ete.), . . . 40 pfennigs 
Ce an ar - 
CN ee a a ee 
0 a ee as 
Sausages, bacon, and lard (pepper, salt, etc.), 75 sy 
Beer, . Nr er ee eee - 


2 m., 10 pfg., about 52 cts. 


If this be multiplied by the days of the year, we reach a sum 
which, in this not unusual case, is largely in excess of the man’s 
yearly money wages. Insurance and benefit payments, cloth- 
ing, fuel, rent, holiday expenses, have not been added. The 
rent alone was 90 marks, shoes 28 marks. Holidays, with 
occasional schnapps, 20 marks, etc. Less than 45 marks had 
been paid out in money for clothing, and much had been made 
over and patched up from other years. There is something 
like a yearly expense of $250, when taxes, sick fund dues, and 
sundries are added. The father earned about $185, so that 
$65, even to meet actual expenses, have to be made up. 

We can quite appreciate the regrets expressed in a recent 
report on Saving Institutions in the Harz that “das Sparkas- 
senwesen hat nur wenig geleistet.” How is this ugly gap 
between the man’s receipts and the family expenses filled? 
If there are no children, or, if but one or two, the problem is 
relatively simple. When the children are old enough to be- 
come earners, the difficulties are few; and, fortunately, the 
marriages are so early that the child becomes an earner before 
the parent has lost vigor. The severity of the pinch is felt in 
those cases in which (as from the twentieth to the thirty-fifth 
year) the young children absorb the mother’s care and strength. 
She must work even then,— bring fagots from the forests, pick 
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berries, or perform some simple kind of house industry, knit- 
ting or occasional lace-making. The chief source is, however, 
work in the fields at harvest-time. The entire rent is not 
infrequently paid by the woman’s outdoor labor. The very 
fact that the men are away insures a steady demand for her 
labor in summer. The breeding of birds (mostly canaries) is 
also a source of revenue so considerable that many families 
pay the clothing bill from it alone. The steadily increasing 
stream of summer visitors is also utilized in many ways. 
Many of these simple homes are let during July and August 
for sums that pay the year’s rent; and, if the house is owned, 
a pretty surplus is thereby gained. 

The sharp and narrow margin between receipts and expen- 
diture is less appalling, as the splendidly organized sick, acci- 
dent, and insurance funds so adequately meet the misfortunes 
of life. A weight that would otherwise be wholly insupport- 
able (death, sickness, or accident) is now borne by these bene- 
fit societies and the compulsory state insurance. That all 
these patronal privileges of forest, field, special prices of cer- 
tain necessaries, insurance, etc., have not become a cause of 
low money wages, would be hard to disprove. Where such 
Nebenverdienst and Gnadenlohn no longer exist, as in certain 
Rhine districts, the corresponding grade of skill gets wages so 
much higher as to cast much doubt upon the ultimate advan- 
tages of such helps. Several of the employer nobles of the 
past have left money for various charitable purposes, the 
effects of which are of this same doubtful character. 

That these traditional increments to money wages have a 
strong conservative influence against the innovations of social 
democracy is certain. It is very common to hear among the 
more thoughtful workmen the opinion that these privileges 
would be lost if the socialistic teaching were accepted. The 
organizations are there, however, as a real force, trying by 
lectures and the wide spread of their popular literature to 
create that discontent, both with the past and present, out of 
which, it is hoped, may spring a faith in the social control of 
this mountain wealth, which a socialistic orator assured a body 
of miners “ was not put into the hills for the private uses of a 
corporation of millionaires that lived in Hanover.” 

J. 


G. B. 
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PROTECTION AND NATURAL MONOPOLIES. 


Professor Patten* has advanced the protection argument 
one step when he shows that the advantages of free trade go to 
the owners of natural monopolies. His argument on this point 
seems indisputable. Free capital and labor are the only ele- 
ments in production which are subject to unlimited compe- 
tition. Consequently, the rates of interest and wages are kept 
at a minimum, and natural monopolies reap the gain. On this 
topic his remarks are well worth study. He says (page 46),— 


At an early stage in the development of any nation the price of food 
and material is low, and stands in direct relation to the quantity of labor 
needed to produce them. At this time, also, the value of finished com- 
modities is high; that is, a small quantity of them will exchange for a 
large quantity of food and raw material. With every increase in the 
population of a nation not increasing the variety of its consumption and 
the uses of its land, less fertile lands and poorer natural resources are 
brought into use, and the price of food and raw material is raised. The 
increase of population, however, creates a keener competition among the 
producers of commodities, and as a result they bear a lower price. Every 
future increase in population adds to this contrast between the value of 
food and raw material and that of finished commodities. As all natural 
resources are limited in quantity, the surplus population cannot find 
employment upon them, but must seek work in competition with their 
fellows who are engaged in the manufacture of finished commodities. 
For these reasons a change in prices, due to increasing competition in 
a static state, is not nominal. Any decrease in the price of commodities 
does not result in an advantage to the consumers; the advantage is 
secured by those who profit by the increased price of food and material. 
Competition lowers wages and interest, thus taking from those not ex- 
empt from its crushing power, and at the same time increasing the 
advantage of monopolies to a corresponding degree. 

The policy of free trade has the same effect upon a new, pregressive 
nation like America that would result from a large increase of its own 
population. The foreign countries with which it must compete in the 
production of commodities have a lower rate of interest and wages. 
Home producers must therefore lower the price of commodities, so that 
they can compete with foreign countries. The value of food and raw 
material rises, and a larger part of the total production of a nation goes 
to those who enjoy rent and the product of other natural monopolies, or 


* Economic Basis of Protection, chap. v. 
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who engage in the transportation or exportation of food. With free 
trade, poorer land of the class suitable for crops demanded by foreigners 
will be brought into use than would be the case if the land of our coun- 
try were used only to furnish food for its own inhabitants. There will 
result a lower margin of cultivation and higher rents, from which all 
consumers of food at home will be in a worse condition than they would 
be with less demand for these articles of food and a smaller use of the 
poor land of our country. 

... There is... a fallacy in regarding the price for food which con- 
sumers pay as the same as the price which the farmer gets. If the mar- 
kets were local, so that the farmer has direct access to the consumers, 
the two prices coincide. When, however, the consumer is distant from 
the farmer, this direct relation is destroyed. The consumer pays a high 
price for his food at the same time that the farmer is getting a low price. 
Under existing conditions America has all the disadvantages of a high 
price of food — by which term I always mean a high price to consumers 
— without the advantages which farmers should have from it. The high 
price merely increases. the share secured by the many monopolies stand- 
ing between the farmer and the consumer. 


While this argument is correct, it is not complete. The 
only natural monopolies taken into account by Professor Patten 
are agricultural land and the means of transportation. But 
Protection has its natural monopolies. This is why Protection 
does not permanently benefit manufacturers and laborers. 
The monopolies which absorb their profits are the natural 
sources of raw material for manufactures, the land used for 
manufacturing purposes in cities or in connection with natural 
forces such as water power and natural gas, the land used for 
operatives’ dwellings, as well as the means of transportation. 

I. Raw Material._— For reasons the same as those given by 
Professor Patten, capital and labor, being subject to free com- 
petition, will rapidly move into any newly protected industry 
until profits and wages are reduced to the level of those in 
other industries. This is not necessarily done by lowering the 
prices of the finished products. Prices can with safety remain 
at a point just low enough to prevent the importation of for- 
eign products. But capital and labor are forced to accept a 
remuneration which is reduced to the actual cost of produc- 
tion. If, now, prices can remain at the higher point (the price 
of the foreign product plus the tariff), it follows that the dif- 
ference between the higher price and the lessened cost of pro- 
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duction goes to the owners of the raw material. This is true 
if the raw material is itself protected, as is usually the case. 
More especially is it true of those kinds of raw material which 
are limited in quaatity and easily monopolized,— such as 
metals, minerals, and lumber. The production of protected 
but non-monopolized raw material, like wool, is forced to lower 
margins, resulting in higher land values for those tracts which 
are suitable for the product, and consequent absorption of sur- 
plus values above cost of production. The effect in this case 
is no different from that under free trade, where all the sheep- 
raisers would perhaps turn to wheat-growing. In the latter 
case wheat lands absorb the surplus, in the former it is pasture 
lands. 

The following table, taken from a report of the Saginaw 
(Michigan) Board of Trade, will illustrate what is meant. 


PRICES OF LUMBER AND STUMPAGE IN MICHIGAN, 1866-1887. 











Date. Lumber per 1,000 feet. Stumpage per 1,000 feet. 
| " 
1866 | $11.50 to $12.00 $1.00 to $1.25 
1867 12.00 ** 12.50 1.25 ** 1.50 
1868 12.00 ** 12.50 1.50 ** 1.75 
1869 12.50 “ 13.00 2.00 * 2.50 
1870 12.00 * 12.50 2.00 ** 2.50 
1871 12.50 ** 13.00 2.00 ** 2.50 
1872 13.00 “* 13.50 2.00 ‘* 2.50 
1873 11.50 “ 12.00 2.00 ‘* 2,50 
1874 10.50 ** 11.00 2.00 ‘* 2.50 
1875 9.50 ** 10.00 2.25 “© 2.75 
1876 9.00 ** 9.50 2.25 “© 2,95 
1877 9.25 “ 9.75 2.25 “* 2.75 
1878 9.50 * 10.00 2.25 * 2.75 
1879 10.50 ** 11.00 2.50 ** 3.85 
1880 11.50 ** 12.00 2.75 ** 3.00 
1881 12.50 ** 13.00 3.00 ** 4,00 
1882 14.00 ** 14.50 8.50 “* 4,50 
1883 18.50 * 14,00 4.00 ** 5.00 
1884 12.50 “ 13.00 4.00 ** 5.00 
1885 12.50 ** 13.00 4.50 * 6.50 
1886 12.50 “ 13.00 4.50 ** 6,50 
1887 12.50 “ 13.00 4.50 ** 6.50 











The lumber industry is peculiarly adapted to demonstrate the 
relations between capital and labor on the one hand and the 
owners of raw material on the other, because the lumber 
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(stumpage) can be measured and sold before it has been cut, 
and we can get definite prices for it before capital and labor 
have been applied to it, for comparison with prices of the 
manufactured product. 

From these figures it appears that the price of pine lumber 
remained at about the same point for twenty years, so that the 
consumers did not gain from domestic competition. But, while 
in 1866 capital and labor received for cutting, hauling, and 
sawing the lumber 90 to 92 per cent. of the total value of the 
product, in 1887 they received only 50 to 64 per cent. Capi- 
tal and labor were forced by competition to yield whatever 
advantages were gained from improvements, inventions, and 
economies to the owners of the raw material. The share of 
the latter increased sixfold, while both the rate of interest 
and the rate of wages were lowered. 

For the other kinds of natural monopolies it is difficult 
to find statistical data, yet the report of the Massachusetts 
Bureau of Statistics of Labor for 1890 on Net Profits will give 
us some assistance. For the sake of simplicity we shall con- 
sult the report on the lumber industry. It appears (p. 342) 
that the “stock” used in the lumber manufacture in Massa- 
chusetts accounts for 59.44 per cent. of the selling price of the 
finished product. If we may suppose that 40 per cent. of 
the cost of stock goes to the owners of raw material, then 
these receive 23.77 per cent. of the selling price of manufact- 
ured lumber. 

II. Operatives’ Dwellings Manufactures require a large 
urban population. This involves increased demand for dwell- 
ing accommodations, with consequent rise in ground rents. If 
it be admitted that wages are dependent on the standard of 
living, it would follow that, if operatives paid no rent what- 
ever for their dwellings, wages could be reduced by the 
amount of the rents now paid. Ground rent paid by oper- 
atives is therefore a part of the cost of production in manufact- 
ures, which goes to the owners of a natural monopoly. In 
the manufacture of lumber wages are 17.69 per cent. of the 
selling price. According to the Massachusetts report of 1885, 
rents absorbed 19.74 per cent. of the total expenditure of 
workingmen’s families. Probably three-fourths of this is due 
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to ground rents. If 15 per cent. of wages goes to ground 
rents, this element in the selling price of lumber is 2.65 per 
cent. 

III. Factory Sites.— Rent paid by lumber manufacturers 
is .40 per cent. of the selling price. In addition to this item 
it appears that 13.33 per cent. of the capital is invested in 
land. The commissioner estimates the average net profit of 
the industry at 7.77 per cent. This would assign to that part 
of capital invested in land 1.03 per cent. of the selling price. 
Adding to the percentage for rent, we have 1.43 per cent. of 
the selling price assigned to so much of the natural monopoly, 
land, as is occupied by the factories. 

IV. Transportation.—It is almost impossible to discover 
what share of transportation charges is due to monopoly. 
From the reports of the Statistician of the Interstate Com- 
merce Commission it might be inferred that 10 per cent. is a 
fair allowance. Freight is charged in the lumber industry 
with 2.91 per cent. of the selling price. For our purposes we 
should add transportation charges on the finished product in 
passing from the factories to the dealers. Supposing this to 
be as much as the freight charges paid by the manufacturers, 
we have 5.82 per cent. of the selling price. The share of 
monopoly is therefore .58 per cent. 

These are the more prominent natural monopolies which 
absorb the benefits of protection. Transportation is the only 
one which would have greater significance under free trade. 
Collecting our estimates, we have 


PERCENTAGES OF SELLING Prick oF LUMBER FALLING TO NATURAL 


Monopo.ies. 
I iio eo de ee el | ere 
Operatives’ dwellings, . . . 1... +. + + + « + 2,65 
pe ee a a ee ee 
nS sk kk 6 eS ee ee 58 
Ee ee 


It thus appears that in the manufacture of lumber at least 
28 per cent. of the selling price of the product goes to the 
owners of the natural monopolies involved. The same results 
could doubtless be shown in the iron and coal industries. It 
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is doubtful whether Professor Patten can demonstrate such 
importance for natural monopolies under a free-trade régime. 
At any rate, the question between free trade and protection is, 
Which classes of natural monopolies get the benefit? Under 
protection it is manufacturing sites, dwelling sites, and limited 
raw material. Under free trade it would be agricultural land 
and transportation. 

The controversy between protectionists and free traders is 
a matter of inferior significance. Whichever side wins, natu- 
ral monopolies absorb the gain. Protectionists could mate- 
rially strengthen their position — logically, if not politically — 
by devising methods for cheapening raw material. Iron, coal, 
and lumber are the bases of manufactures. If these were 
cheapened, Americans would not need protection, but could 
compete with the world in all markets. The following are 
tentative propositions for effecting this result : — 

1, Free trade in raw material. 

2. Special taxes on speculative holdings of mines, quarries, 
and timber lands. 

8. Remove local taxes from capital and labor, and impose 
them on natural monopolies. 

Joun R. Commons. 

OBERLIN COLLEGE. 


“THE OVERPRODUCTION FALLACY.” 


I, 


In the April number of this Journal Mr. Uriel H. Crocker 
publishes what purports to be a rehabilitation of the “over- 
production” theory of industrial depression.* The paper 
deals specifically with Mill’s discussion of the question, and it 
is particularly Mill’s position that is claimed to have been re- 
futed. It may, therefore, not seem ungracious to call to mind 
that, so long as we employ “demand” and “supply” in the 
meaning attached to those terms by Mill and commonly 


* Quarterly Journal of Economics, April, 1892, p. 352. 
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accepted by those who are of his way of thinking, the propo- 
sition that aggregate demand equals aggregate supply is a 
truism. General overproduction, as defined by Mill,—“a 
supply of commodities in the aggregate, surpassing the de- 
mand,” —is a contradiction in terms. Aggregate supply és 
aggregate demand, neither more nor less. 

The above-quoted definition of overproduction occurs in the 
pages cited from Mill by Mr. Crocker, and can therefore 
hardly have escaped his notice. But, as it seems not to have 
furnished any obstacle to the development of Mr. Crocker’s 
argument, the simple calling attention to its significance will 
hardly be accepted as subverting the position taken by him. 
Mr. Crocker’s position is not a simple, crude denial of Mill’s 
proposition in this general form ; but I believe it can be shown 
that the line of argument by which that position is supported 
is no less futile than the naive overproduction theories that 
have been laid away by past economic discussion. 

To Mr. Crocker’s mind, the question as to a possible general 
overproduction takes form as follows : — : 


Is it possible that there should exist at any time an overproduction of 
one or more products, unless there is at the same time a corresponding 
underproduction of some other product or products? In other words, 
is it possible that one product should be selling for less than the ordinary 
profit over the cost of its reproduction, unless some other product is at 
the same time selling at more than the ordinary profit over the cost of 
its reproduction? (p. 356.) 


His answer to this question is the following proposition : — 


If at any time there is a production of a commodity not based upon 
and strictly proportioned to the adequate demand for it, but, with the 
knowledge of the producer, in excess of that demand, then there may at 
such time be an overproduction of that commodity and no correspond- 
ing underproduction of any other commodity. In other words, there 
may be in such case a general overproduction. (p. 356.) 


The final conclusion is stated in this second proposition : — 


A production of a commodity not based upon and strictly proportioned 
to the adequate demand for the product, but, with the knowledge of the 
producer, in excess of that demand, may arise, and has, in some cases, 
actually arisen, when machinery for the production of the commodity 
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has been created with a capacity of production in excess of the adequate 
demand for the product. (p. 358.) 


The use of the term “adequate demand” is to be noted. 
“ Adequate demand” is “the demand for a commodity at 
such a value as will afford the ordinary profit over the neces- 
sary cost of its reproduction.” (p. 355.) 

The concept of an “adequate demand” rests on the concept 
of an “ordinary profit.” Now, we can intelligibly speak of 
adequate demand and ordinary profit without questioning 
either of those terms, so long as the discussion is concerned 
with the production of a particular commodity, or with a part, 
only, of the aggregate of industry. But a closer scrutiny will 
show that both terms break down when we come to deal with 
production in the aggregate. 

The “ordinary profit,” which an adequate demand must 
cover, is not a satisfactorily definite concept. It may be 
taken to mean the rate of profit commonly obtainable at the 
point of time with which the discussion deals, or it may mean 
the rate of profit that ought to be commonly obtainable at the 
time, or it may mean the rate of profit commonly obtainable 
during a more or less indefinite period preceding the time in 
question. In its colloquial use it has both the latter meanings, 
mingled in varying proportions. Which of these, or any 
other possible meaning, Mr. Crocker attaches to the term he 
does not say. The line of argument pursued by him requires 
the first of these definitions, or some definition which is like 
the first above given in being based on the rate of profit 
actually obtained at the time in question, and therefore, to a 
good extent, if not entirely, of the nature of an average of the 
profits actually obtained. 

The ordinary rate of profit, in this sense, notoriously varies 
from time to time. The variations to which it is subject are 
due to particular variations in particular occupations. Being 
of the nature of an average, it varies with the fluctuations of 
the items that go to make up the average. If, in the manner 
supposed in Mr. Crocker’s first proposition (p. 356), a given 
commodity comes to be produced at less than the ordinary 
profit previously obtained, the ordinary profit obtainable thereby 
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suffers a reduction, and, compared with the new ordinary 
profit therewith established, other commodities are now pro- 
duced at more than ordinary profit; that is to say, overpro- 
duction of one commodity involves, other circumstances 
remaining unchanged, an underproduction of all other com- 
modities, in the sense attached to “overproduction” by Mr. 
Crocker. The case supposed by Mr. Crocker resolves itself 
into a variation in the ordinary rate of profit. 

From the general point of view, it is clear that any variation 
in the rate of profit in any one or more branches of industry, 
or in the production of any particular commodity, produces a 
variation, in the same direction, in the ordinary profit obtain- 
able at the time in question, and a consequent divergence of 
the rate of profit in other occupations, in the opposite direc- 
tion, from the new “ordinary profit.” If the rate of profit in 
occupation B were to fall, without any change in the absolute 
rate of profit in occupation A, the ordinary rate of profit ob- 
tainable in the aggregate of occupations would fall; and conse- 
quently the rate of profit in occupation A would thereby rise, 
relatively to the altered general rate. The demand which pre- 
viously was an “ adequate demand,” and no more, for the prod- 
uct of occupation A, would now have become an over-demand, 
not, conceivably, because of any change affecting the demand 
for that product directly, but simply in consequence of a change 
in the “ordinary profit” with which the rate of profit in oc- 
cupation A isto be compared. That is to say, there would be 
an underproduction in occupation A in consequence of there 
being an overproduction in occupation B. It is accordingly 
necessary to say that any over-supply of one commodity im- 
plies, or rather involves, an under-supply, in the strict eco- 
nomic sense, of some or all other commodities. The first of 
Mr. Crocker’s propositions therefore breaks down. 

It is to be remarked that the typical case cited by Mr. 
Crocker (p. 358) of a production “not based upon... the ade- 
quate demand ” also breaks down when it comes to the con- 
crete application in the second of the two propositions. And 
the like would probably be true of any conceivable case. It 
is a case of an excess of production of a particular commodity, 
due to the creation of more fixed capital of a given kind than 

















488 QUARTERLY JOURNAL OF ECONOMICS 





the adequate demand for the product would warrant, and re- 
solves itself into a case of misdirected or “ill-sorted ” produc- 
tion, such as Mill has specially provided for in his discussion. 
It is a case of relative overproduction of a special kind of 
fixed capital, and a consequent depreciation of that fixed capi- 
tal, either permanent or temporary. The reason for the con- 
tinued production of goods to be sold at what the producer 
conceives to be less than a fair return is, professedly, the fact 
that an undue proportion of the aggregate capital has been 
fixed for the production of the particular commodity in ques- 
tion. 


Il. 


While the doctrine of a general over-supply of goods — in 
the sense in which it has been criticised in economic theory — 
is palpably absurd, it must be admitted that the cry of “ over- 
production ” that goes up at every season of industrial depres- 
sion has a very cogent though perhaps not a very articulate 
meaning to the men who raise the cry. What is the nature 
of the fact that is symbolized by the colloquial use of “ over- 
production,” and how it is related to “depression” and 
“ liquidation,” has never been satisfactorily made out. But 
no doubt it stands for an economic fact that merits the atten- 
tion of any one who is curious to understand the phenomena 
of hard times and commercial crises. 

The passages which Mr. Crocker quotes from D. A. Wells’s 
Recent Economic Changes—and, more distinctly, certain 
other passages of that book— indicate the difficulty rather 
than solve it. It should be said, by the way, that Mr. Wells 
claims no originality with respect to the theory, or rather 
statement, which he puts forth, though he gives it a concise- 
ness which it hardly had before. 

General “overproduction,” in Mr. Wells’s use, means a 
general production in excess of the “demand at remunera- 
tive prices.” And a remunerative price may be defined, for 
the present purpose, as a price that will afford the customary 
profit on the capital invested. If general prices become “ un- 
remunerative,” the meaning of that fact, as expressed in terms 
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of this definition, is that the general run of profits has fallen 
below what is accepted as the customary rate of profits, or 
below the “ordinary profit,” in the sense of what the business 
community accepts as the proper or adequate rate of profits 
for the time being. 

“ Overproduction,” in the colloquial use of the word, as ap- 
pealed to in explanation of depression in trade, is used to 
describe a situation where goods have been produced in excess 
of the demand at such prices as will afford the customary profit 
on the capital employed in their production. The average 
profit obtainable at the time on the capital invested falls short 
of the standard accepted as the proper, customary profit. This 
need not mean that the rate of discount at the time falls short 
of what is conceived to be the proper, customary rate. The 
trouble lies not primarily with the rate of profit on new invest- 
ments, a8 indicated by the rate of interest on money seeking 
investment, but with the rate of profit on property already in- 
vested and capitalized in the past. The point of complaint 
is as to the earning capacity of investments already made. 
There may be much that is unsatisfactory with respect to the 
making of new investments; but that class of difficulties is evi- 
dently an effect, never a cause, of the trouble that exists with 
respect to the earning capacity of capital already invested and 
“ capitalized ” in the past. 

The average rate of profit from past investments, indicated 
by the ratio of their earning capacity to their accepted capi- 
talization, falls short of the accepted customary profit, indi- 
cated by the customary rate of interest on money seeking 
investment. The precise difficulty is that a divergence has 
taken place between the accepted nominal value of property, 
based on its past capitalization, and its actual present value, 
indicated by its present earning capacity or the present cost 
of replacing it. .The actual present value of the property, as 
capitalized on the basis of its present earning capacity or on 
the cost of replacing it, falls short of its nominal, accepted 
value; and, as profits continue to be computed on the basis 
of this accepted nominal value, the rate of profit actually ob- 
tainable falls short of what is accepted as the customary and 
proper rate. The profit, computed on this basis, may even 
entirely disappear. 









































490 QUARTERLY JOURNAL OF ECONOMICS 





The “remunerative price,” then, on which Mr. Wells bases 
his conception of “ overproduction,” turns out to be such a 
price as will afford the customary rate of profit to capital, as 
computed on the basis of its nominal value, or, in other words, 
on the basis of its accepted capitalization. Now, whenever 
the course of industrial development compels a readjustment 
of the basis of capitalization (as happens whenever the cost of 
production has been appreciably lowered), the customary basis 
on which the remunerative price has been computed becomes 
obsolete. The price, therefore, also becomes obsolete; and a 
reluctant acceptance of a new order of things follows, in which 
the capitalization and nominal value of property are readjusted 
on a revised scale of prices, which, in the new epoch, fixes the 
“ remunerative price ” that now affords the customary rate of 
profit on the revised capitalization. 

The immediate economic fact for which “ overproduction ” 
stands is, therefore, a divergence between the nominal, accepted 
valuation and the actual present value of property engaged in 
production, in consequence of which the nominal earnings of 
capital (and in some cases the real earnings as measured in 
means of livelihood) are diminished. The characteristic fact 
in a case of general “overproduction” is that the basis on 
which “remunerative prices” and customary profit are com- 
puted has become obsolete. 

This divergence may be due to several different causes, 
but usually and mainly to two general ones,—a speculative 
movement, and an increased efficiency of industry.* The 
action of the former of these needs no discussion here. A 
speculative movement may have pushed prices up unwarrant- 
ably. A fall of general prices, due to improved processes of 
production, may have depressed the actual present money 
value of property engaged in production below its nominal 
value. For the present purpose the immediate result is in 
either case much the same: the nominal, accepted valuation 
of the capital, on which its returns are computed, exceeds its 


*The progressive accumulation of capital, by directly lowering the rate of 
profits, acts in the same direction as the two causes here mentioned; and some 
would perhaps rank it abreast with these two as an efficient agency in producing 
the situation for which an explanation is sought. 
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actual value as indicated by its present earning capacity. The 
property, perhaps the general aggregate property of the com- 
munity, has come to be rated at a capitalized value above the 
cost at which it, or its equivalent for purposes of production, 
could now be replaced. 

The hard times of the past decade is an example going to 
show how this result may be ‘reached by a lowering of the 
cost of production; or, as some would perhaps prefer to ex- 
press it, by an increase of the efficiency of industry. 

If the analysis were carried a step further, it would appear 
that the divergence between the accepted valuation and the 
true present value of property, here ascribed to a lowering of 
the cost of production, is not due to the lowering of cost of 
production generally, simply as such, so much as to a lowering 
of the cost of production of some or all staple commodities as 
compared with the cost of production of the precious metals. 
The whole matter is very largely a matter of price,— of 
“values” in the commercial sense. 

Such a divergence between the accepted valuation and the 
actual value of capital may seem an inadequate basis for an 
economic fact of such magnitude as a period of industrial de- 
pression. And yet an industrial depression means, mainly, a 
readjustment of values. It is primarily, to a very great ex- 
tent, a psychological fact. Secondarily, it is largely a matter 
of the shifting of ownership rather than a destruction of 
wealth or a serious reduction of the aggregate productiveness 
of industry as measured in goods. 

The act of readjusting one’s conception of one’s own belong- 
ings to the scale of a reduced number of dollars, even though 
the dollar is worth enough more to make up for the nominal 
depreciation, is in itself a sufficiently painful one, and is sub- 
mitted to only reluctantly and tardily. But this subjective 
element, this lesion of the feelings of the property owner, is 
by no means all that is involved in a decrease of the nominal 
earning capacity of capital. Whenever the nominal owner of 
the means of production is not also the real owner, as hap- 
pens in the case of borrowed capital, he becomes answerable to 
the real owner —the lender— for any amount by which the 
actual present value of the property may fall short of the ac- 
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cepted valuation. A decline in the market value of property 
represented by the debt, therefore, means a real loss to the 
debtor, although, so far as it is due to increased efficiency of 
industry, it may be only a nominal loss to the man who has to 
do with his own capital only, and may be, and generally is, a 
source of distinct though unrecognized gain to the lender. 
The borrower assumes the risk of depreciation of the property 
represented by the debt. 

In a case such as has been witnessed in this country during 
the past ten or twelve years, when there has been a pretty 
general decline in the cost of production of staple commodities 
—as compared with the standard of value — and a consequent 
decline in the nominal earning capacity of property engaged 
in production, of perhaps 30 per cent., this factor is of the very 
gravest consequence. Especially is this true in the case of a 
community where so great a proportion of capital is repre- 
sented by interest-bearing securities. 


T. B. VEBLEN. 


TAXATION IN JAPAN. 


During the entire feudal period of Japan down to the time 
of the Restoration (1868) the taxes of the people were paid in 
kind, and mainly in the form of rice. A sharp distinction was 
drawn between wet, or rice, land (¢a) and dry land (hata), 
the former being far more valuable and yielding the bulk of 
the revenue. The taxes were, in most cases, paid to the gov- 
ernment of the feudal lords, whose power was generally in 
proportion to their revenues, which were regularly reckoned 
as so many koku (five bushels) of rice. The theory then 
vaguely held was that the land belonged to the lord of the 
province; and the taxes were accordingly a form of rent 
paid to the daimyo, or landlord. The proportion of the rice 
crops paid in the shape of rent or taxes varied with the cus- 
toms of each province or with the humors of the feudal lord; 





























NOTES AND MEMORANDA 493 


but, in general, it may be said to have been about six-tenths of 
the total crop. 

With these revenues the feudal nobility supported large 
retinues of retainers (samurai) and officials, who served to 
keep the peace and carry on the administration within the 
boundaries of the daimyos’ fiefs. The average income of the 
richer feudal lords was about 100,000 koku of rice; but in cer- 
tain cases, as in that of the daimyo of Satsuma, the income 
was no less than 700,000 koku. Computed at the rate of four 
dollars a koku, such an income amounted to nearly 3,000,000 
dollars annually, and brought with it an amount of power that 
proved a constant menace to the Shogunate itself. The in- 
come of four-fifths of the daimyos, however, seldom rose to 
50,000 koku. 

Three years after the restoration of the imperial house, the 
feudal régime came to an end, and with it the whole system of 
feudal administration and taxation. Between the downfall of 
the old system and the establishment of the new there was a 
period of great confusion in the financial affairs of the empire. 
It was clearly perceived that, if there was to be a national and - 
centralized administration, the old method of collecting taxes 
in kind would have to be abandoned and a system of money 
taxes substituted. The feudal lords that abdicated were com- 
pensated for their loss of rent by grants of government bonds, 
very much in the same way that the Russian land-owners were 
compensated for their losses at the time of the liberation of 
the serfs. The bonds were divided among the daimyos and 
their retainers in sums roughly proportioned to their former 
net incomes. Also all the officials of the clan government, 
who lost by the political revolution, were pensioned; and in 
this way.a large issue of bonds had to be made, which formed 
the nucleus of the present national debt of Japan. 

As soon as it was seen that payment in kind was impracti- 
cable, steps were taken to reform the system. In the sixth 
year of Meiji (1873) the imperial decree was issued that 
introduced a new era in the land taxation of Japan. Accord- 
ing to the terms of this decree a valuation was to be made of 
all the land in cultivation, based on estimates of its fertility, 
its convenience of situation, and other circumstances. These 
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estimates, in most cases, were made by men of local reputa- 
tion, and were considered very accurate at the time. A tax 
of 3 per cent. payable in money was assessed on the capitalized 
value of the land. It was, however, several years before this 
law could be put into execution, and meanwhile the most con- 
tradictory measures were carried out by the government. In 
some cases, when the price of rice was high, the taxes were 
still demanded in kind, while in other cases taxes were taken 
in money. Among the farming population there was great 
discontent, which led to riots, and in one instance to open re- 
bellion. When, finally, the law was regularly carried out, it 
was found that the rate of taxation was too high; and in the 
year 1877 the rate was reduced to 2} per cent., where it has 
remained ever since. 

This land tax is by far the most important source of revenue 
existing in Japan. It produces, generally, more than 40,000,- 
000 yen * annually out of the total of only 75,000,000 yen; 
and, since it is a definite percentage of a fixed value of land, 
the amount varies little from year to year. The cadaster 
drawn up in the year 1873, originally imperfect, has become 
more and more faulty on account of the enormous economic 
changes of the last twenty years, until at present its reform 
is urgently demanded by a large class of people, especially in 
those provinces that have been benefited least by the railways. 
On the other hand, those whose lands are undervalued oppose 
any reform; while still another party claim that it makes little 
difference what the inequalities of taxation are, provided they 
are not too great, since people adjust themselves to these in 
the course of time. The price of land, they say, is now pro- 
portional to the taxes, and to institute a reform would inflict 
greater injuries than it would cure. The true objection to 
any reform seems to be the heavy expense that a careful and 
detailed land valuation would involve. To be authoritative, 
the reformed cadaster would have to be carried out with 
much greater care than the former one; it would be the work 
of years, requiring men of rare ability and integrity; and it 

*The silver yen, at present legal tender in Japan, has the standard weight of 


416 grains Troy, 900 fine, and, at the current price of silver, is worth 7844 cents 
American gold. 
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has been estimated that such a measure would cost at least 
6,500,000 yen. Those opposed to reform claim that the bene- 
fits to be obtained from a revaluation would not be worth 
such an outlay, especially since land values for the next twenty 
years will continue to fluctuate with the development of com- 
merce and industry. All of these arguments have a certain 
weight; and, though it cannot be denied that many inequal- 
ities exist at present in the distribution of the land tax, yet it 
is not certain that any measure can secure justice for any 
length of time. With the growth of railways and the increas- 
ing foreign demand for many of her products, new centres of 
trade will continue to spring up in Japan, and, in consequence, 
fresh inequalities in the value of land. 

Political parties in Japan are divided not only on the sub- 
ject of land tax revision, but even more on that of its reduc- 
tion. The tax of 2} per cent. on the value of the land is a 
heavy draft on the resources of the small farmer, as it re- 
quires at least 25 per cent. of his net crops * of rice, and in 
some cases 30 per cent. or even 35 per cent. It has been 
calculated that, if the small farmer of this country were to 
reckon his wages at the market rate, he would cultivate his 
rice land at an absolute loss; and it is, therefore, not to be 
wondered at that the farming class, through their representa- 
tives in Parliament, are making every effort to reduce the tax 
to 2 per cent. 

As a matter of fact, there is little opposition to the measure 
except that of necessity. The Japanese have exhausted every 
means to raise taxes; and, since they are forbidden by treaty to 
increase duties on imports, they are forced, unless they curtail 
expenditure, to continue the heavy tax on land. 

Besides the national land tax, yielding above 40,000,000 yen 
to the national treasury, there are various local rates and 
charges that fall chiefly on the land. These are the rates or 
taxes of the ken, or prefecture (chihozei), of the kori, or arron- 
dissement (gumpi), and of the mura, or town (chosonhi), and 
of the city (sihi). What these rates amount to on the average 
is impossible to state with accuracy, since they vary not only 


*Not, however, including the local taxes. 
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from place to place, but also from year to year. The ken 
tax is generally heavy, and is levied for the maintenance 
of police, local roads, bridges, canals, embankments, prisons, 
charity, education, and for other local purposes. The kori tax 
is usually small, and is expended on the less important roads, 
the improvement of local industries, and other matters of a 
wholly local character. The mura taxes or rates vary extremely 
from one year to another: they are levied for the support of 
elementary schools, the proper irrigation of rice lands, the fire 
service, public health, and many other purposes. All of these 
taxes or rates are determined by the local assemblies,* and are 
entirely independent of the national administration. Accord- 
ing to the best sources of information, the total amount of 
local rates and taxes paid in the year 1884-85 were 37,000,000 
yen, a sum nearly equal to the national landtax. This agrees 
with the general opinion of farmers, who reckon the various 
local taxes to be about the same as the national land tax. 
Next in importance to the national land tax is the saké, or 
rice-beer, tax. Sakét{ is the national drink of Japan, and is 
consumed daily in nearly every household of the land. Even 
in the feudal period there was a slight tax on saké (miyoga- 
kin), generally, however, distributed in charity. In the early 
years of the Restoration this tax was increased to strengthen 
the scanty resources of the newly established government, but 


*These local assemblies are the kenkai(of the prefecture), gunkai (of the 
arrondissement), chokai (of the town), sonkai (of the village), shikaé (of the 
city), and kukaé (of the ward). 


+t The American or European is amazed at the enormous taxes that the land 
bears, especially when he takes into consideration the ratio between the popula- 
tion and the cultivated land of the empire. Excluding the northern island, 
Hokkaido (or Yesso as it was formerly called), which is very sparsely popu- 
lated, the whole area of Japan is about 115,000 square miles, of which less than 
12 per cent., or 13,000 square miles, is cultivated, the rest being forests, mountains, 
or wild moors. Ou this small area no less than forty million people find a subsist- 
ence. This is incomprehensible until one sees the untiring diligence of the 
Japanese farmer and his care to make use of every foot of ground. In many parts 
of the island (about one-fourth of the cultivated area) two crops a year are raised, 
this materially compensating the farmer for his want of land. 


+ Saké has the appearance and somewhat the taste of sherry, but is harsher. 
Generally, the best rice is used in brewing it, but it varies much in quality. 
Formerly the saké brewers formed the richest class in Japan, and even at present 
they are the local capitalists. 
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the tax was badly administered and only small amounts were 
collected. For every 100 koku of rice used in making beer, 
the insignificant tax of 10 yen was levied; but this was with- 
drawn, and a tax of 5 per cent. on the price of the quantity 
sold was substituted. Finally, about 1876 a tax of 2 yen per 
koku of saké (40 gallons) was imposed, and the receipts began 
to have some importance in the budget. This rate lasted until 
1883-84, when it was increased to the following rates: on or- 
dinary saké,4 yen per koku; on distilled saké (similar to 
brandy), 5 yen per koku ; and on remanufactured saké (mirin), 
6 yen per koku. Besides this tax on the quantity made, each 
brewer of saké pays a patent tax amounting to 30 yen a year 
for each building. The revenue derived from the saké tax is 
about 15,000,000 yen per annum, and ever since 1884 it has 
been remarkably steady. The result, however, of the great in- 
crease in the rate of taxation has been to diminish seriously 
the production of saké and to concentrate the business into 
fewer hands. Year by year the small breweries and distill- 
eries are disappearing, while the larger ones are enlarging their, 
capacity. At the present time the number of breweries are 
not much more than one-half of what they were ten years ago, 
having diminished from 27,000 to less than 15,000 breweries. 
The quantity of saké brewed has decreased in much smaller 
ratio during the same period. This is no doubt partly due to 
the extraordinary amount of officialism that the government 
has seen fit to throw in the way of saké-makers. Inspection 
by the officials is frequent and vexatious. As soon as the term 
of saké-brewing is over (a period lasting from November until 
the end of February), all the machinery, boilers, presses, etc., 
used in the brewery are wrapped up in paper, stamped and 
sealed by a government officer. These cannot be touched until 
notice is given by the official. The books can be demanded 
at any moment to see if the quantity sold squares with the 
quantity reported to the government. A still more vexatious 
rule, and one to which there is much opposition, is that no one 
can engage in the business of brewing without the names of 
five other brewers as indorsers of his license. The effect of 
this ruling is to make a close monopoly of the brewing busi- 
ness, and this tendency, it is said, is becoming more pronounced 


every year. 
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The land and saké taxes are by far the most productive in 
Japan, as all the rest, seven or eight in number, do not yield 
much more than the saké tax alone. Among the more impor- 
tant of the minor taxes are the customs, or duties, on imports 
and exports. When the ports of Japan were thrown open to 
foreign trade 1858-59, it was provided by treaty that duties 
should not exceed 5 per cent. ad valorem, since it was feared 
that Japan might revert to her former policy of exclusion by 
imposing prohibitive duties on foreign products. Until this 
treaty is revised, the rate of duty cannot be changed; and thus 
Japan remains in the anomalous position of raising only an 
insignificant fraction of her total revenue from customs. 

Even with this moderate tariff of 5 per cent., there is a con- 
siderable free list, including many articles that are dutiable in 
the United States, as, for instance, works of art, books, and 
made-up clothing. Among the exports tea and silk pro- 
duce the bulk of the revenue. The receipts from customs 
have slowly grown with the expansion of the commerce of 
Japan. In 1880-81 they furnished about 2,500,000 yen to the 
treasury, while in 1890-91 they brought in more than 4,000,000 
yen. Assoon as the present treaties are revised and Japan 
recovers tariff autonomy, there is a wide consensus of opinion 
that the import duties will be increased, and that the addi- 
tional revenue will be applied to lessen the burden of the 
heavy land tax. 

The tax on tobacco is a small but steady source of revenue. 
There was a slight tax on tobacco in the early years of the 
Restoration, but the present law dates from the fifteenth year 
of Meiji (1882). According to this law, tobacco manufact- 
urers and wholesale dealers pay an annual tax of 15 yen a 
year, while retail dealers pay a tax of 5 yen. This part of the 
tax yields but a small sum to the treasury, and the bulk of the 
revenue is furnished by the specific tax on tobacco. The rate 
of this tax varies with the quality of tobacco, of which there 
are three grades, the lowest costing 25 sen or less per 100 
mommé (13}0z.), the second from 25 to 50 sen per 100 mommé, 
and the best more than 50 sen per 100 mommé. On the first 
the tax is at the rate of 4 sen, on the second 5 sen, and on 
the last 6 sen per 100 mommé. The tobacco may be put up in 
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packages of nine different sizes, the smallest being 5 mommé 
(about 10 drams), and the largest 100 mommé (13} oz.). 
Each package has its appropriate stamp of a particular color, 
so that there are no less than eighteen differently colored 
stamps for the various qualities and packages of tobacco. The 
name and address of the manufacturer are required to be 
printed on each package, and in addition to this precaution 
the government reserves the right of inspecting the books 
at any time. The receipts from tobacco are only about 1,500,- 
000 yen a year. 

This amount of revenue received on an article of practically 
universal consumption in a nation of over forty millions is 
certainly very small, but it is explained in a measure by the 
extreme moderation of the tax. The English tobacco tax is 
more than fifteen times heavier than that of Japan; while 
even the tax in America, at present abnormally small, exceeds 
it. Another reason is that the Japanese, though nearly all 
smokers, consume but little tobacco compared with European 
or American smokers. Two or three whiffs exhaust the to-; 
bacco in their tiny pipes. 

A tax peculiar to Japan is the tax on shoy%, a sauce used in 
cooking almost every article of food that the Japanese eat. 
It is made in breweries in much the same way as saké, and the 
same regulations generally apply to the collection of the tax. 
The tax on shoyt% is 1 yen per koku, and in addition every 
maker pays an annual tax of 5 yen on every building. This 
tax amounts to about 1,200,000 yen a year. There is also a 
tax on rice malt (Xoji), a substance used in fermenting saké, 
shoy%, and in the preparation of various kinds of food. This 
tax amounts to but 50 yen a year for each maker, and yields 
but a trifling sum. 

One of the most interesting of the minor taxes of Japan is 
the income tax. It is the youngest of all the measures to raise 
revenue, dating only from the year 1887. Since the Restora- 
tion a new distribution of wealth has taken place: many mer- 
chants, bankers, and manufacturers have acquired fortunes in 
their businesses, and it was felt that this class did not pay 
their share of the taxes. Thus the income tax was devised in 
Meiji 20 (1887), to make business and professional men share 
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the burdens of taxation with the agricultural classes. The 
method of assessing the income tax is as follows: In each kori 
(rural district, or arrondissement) and ku (urban district, or 
ward) seven men are elected as a body of assessors by the 
tax-payers of the district, and the chief officer of the district, 
or ward, presides over the meeting. This body of men divides 
all the citizens liable to pay the income tax into five classes, as 
follows : — 


Those with incomes of 300to 1,000 yen pay 1% 


i lt ie 
+ * -* See ae °° OF 
- «© © Sgppie* sngne < * 45 
- ” . “ 30,000 or more “ “ 3% 


In spite of various precautions taken by the government to 
discover the true income of the tax-payers, it is admitted on 
all sides that the present income-tax law is extremely faulty,— 
probably very few men are assessed on their real income. Nat- 
urally, government officials and clerks, book-keepers in banks 
and factories, pay a true percentage on their salaries; but the 
number of this class with incomes above 300 yen a year is 
very small. For instance, policemen in Japan receive from 8 
to 15 yen a month, book-keepers from 15 to 25 yen a month, 
and ordinary clerks in any wholesale or retail business from 8 
to 20 yen a month. There are probably not more than twenty 
millionnaires in the whole empire. Since the scale of wages 
and salaries is so low, it is easy to see that the returns of the 
income tax, especially since the means of concealing the true 
income is easy, are not very large. As a matter of fact, the 
returns are only about 1,200,000 yen a year for the whole 
country ; and the experience of Japan, therefore, is that, of all 
her imposts, the income tax is the most uneconomical aud 
unproductive. Merely to determine the amount of income in 
each district, more than eight hundred meetings are necessary 
in Japan; and the receipts are so trifling that, if the tax were 
abolished, it would make but little difference to the treasury. 
Against the progression of the tax there seems to be no feeling 
whatever. 

The income tax, however, is useful, inasmuch as it will show 
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the general direction of the growth of wealth in the country. 
It is difficult at present to make any definite conclusions 
on this point, as the tax has been but recently applied. 
The general tendency, however, for the last three years 
has been for the number of tax-payers to decrease, especi:lly 
of the class whose incomes are below 1,000 yen. The returns 
for the city of Tokyo, by far the wealthiest city in Japan, for 
the fiscal year 1890-91 have just been made, and corroborate 
this view. 








Number. Income. Tax paid. 

Ist class (highest incomes), 43 4,238,196 yen 127,145 yen 
oe eS. ig 43 1,010,507 “ 25,262 “ 
3d “ he ee ae 95 1,214,259 “ 24,285 ‘“ 
ee ea 7,841,405 “ 117,621 “ 
Sth “ ictvtian au «< ee 7,810,720 “ 78,107 “ 
RM. ck ss 22,115,087 “ 372,422 “ 


Compared with the previous year (1889-90), this shows a 
decrease of 616 tax-payers, a decrease of 307,455 yen income, 
but an increase of 4,687 yen in the amount of income tax paid. 
From this result it would appear that the larger incomes are 
increasing, while the smaller ones are diminishing. The con- 
servatives and reactionists in Japan claim that this result is 
due to the introduction of the demoralizing system of West- 
ern competition, which inevitably ends, they say, in the con- 
centration of wealth and in sharper division between rich and 
poor. 

The only remaining tax of any importance is the stamp tax. 
Of all the taxes in Japan, this is, perhaps, the most detailed 
and complex, applying differently to different legal and busi- 
ness documents, such as contracts, bank books, checks, notes, 
account books, ete. In general, however, there is a distinction 
drawn between the ordinary business and legal documents, 
such as receipts for bills, insurance policies, stock exchange 
certificates, and the more important business documents, such 
as contracts for the transfer of lands, houses, or other personal 
or real property. In the former case, a stamp or fixed 
amount is required, varying from } sen to 20 sen, while in the 
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latter the amount of the stamp tax varies with the sum of money 
involved, averaging about } per cent. of this sum. The total 
receipts from this tax, including certain registry fees, amount 
to about one million yen annually. 

The remaining taxes of Japan are insignificant, and do not 
yield any important addition to the resources of the treasury. 
There is a business tax on banks and corporations (producing 
about 500,000 yen annually), a mining tax, a tax on cattle, a 
shipping tax, a tax on confectionery and drugs, a tax on the 
Rice and Stock Exchange, and various other trifling taxes. 
Besides these, there is the revenue derived from the govern- 
ment domain, the forests, the railways and telegraphs. The 
first produces about 400,000 yen annually, while the two latter 
yield a profit of over 3,000,000 yen a year. The total revenue 
from all sources, including the profits derived from the govern- 
ment domain, is generally 75,000,000 yen annually; and it is a 
proof of the rather sluggish condition of Japanese industry that 
there has been scarcely any variation from this figure for the 
last eight years. There are but two sources of income to the 
treasury that show any marked tendency to increase, the re- 
ceipts from customs and the earnings of railways. The latter 
have been very profitable, and, with every step in the eco- 
nomic development of Japan, will continue to be a greater 
source of revenue to the treasury. 

Even if there were further sources of revenue as yet un- 
touched by the government, it is doubtful whether the govern- 
ment would dare to utilize them. At present a large majority 
of the people represented in Parliament are in favor of re- 
trenchment of expenditure. At the last session this party suc- 
ceeded in curtailing the expenditure of the government to the 
extent of 6,000,000 yen, and they hope to make the reduction 
to 10,000,000 yen. If they succeed in this effort, the land tax 
will certainly be cut down to 2 per cent. Whether this larger 
reduction be wise or not, it is certain that at present Japan 
has far too much administrative machinery. In this respect 
she closely follows the practice of the continental nations 
of Europe, especially France and Germany. The government 
service, already congested, attracts nearly all the talent of the 
ambitious young men. There are thousands of the younger 
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generation that are waiting for the opportunity of getting gov- 
ernment appointments, and the policy of the government tends 
to foster this ambition by increasing its service and strengthen- 
ing its hold on private industry. Thus individual enterprise 
lacks energy, and, though Japan shows wonderful progress in 
many directions, still in material development she remains far 


behind western nations. 
GARRETT DROPPERS. 
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